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Financial Data:

(Dollars in Thousands})

Financial Ratios:

Other Data:

Financial Highlights

Assets
Loans

Deposits

Net income (1)(2)

Earpings per share (1)

Return on average assets
Return on average equity
Net inferest margin
Noninterest expense to average assets
Efficiency ratio (3)
Average interest-earning assets to
average interest-bearing liabilities
Average equity to average assets
Nonperforming loans as a percent
of total loans

Allowance for loan losses as a percent
of nonperforming loans and accruing
loans 90 days or more past due

Number of:
Deposit accounts

Offices

At or for the Years Ended December 31

2007 2006 2005 2004 2003
812,919 $756,985 781,291 $899,805 $821,118
447,035 355,617 366,393 482,606 414,438
585,560 506,534 682,307 805,250 723,838
$1,930 $3,634 $5,960 $(1,888) $4,791
50.14 $0.14 - - -
0.49% 0.71% (0.21)% 0.59%
4.59 9.50 (2.82) 7.64
2.33 2.05 2.11 1.87
2.66 1.80 1.29 1.34
105.78 79.70 56.34 50.96
113.46 109.08 107.69 109.68
10.58 7.44 7.59 7.67
£.90 1.36 0.29 0.32
91.44 163.90 997.99 159.29
52,817 55,957 61,349 66,800 55,746
11 11 8 8 7

(1) £arnings per share information far 2006 is only for September 29, 2006 through December 31, 2007
due to Fox Chase Bank's reorganization into the mutual holding cempany form and the Company's

related initial public offering. Basic and diluted earnings per share are the same for 2007 and 2006.

(2) WNet income and the efficiency ratio for 2006 reflect a charge of $1.5 million for the contribution to the
Fox {hase Bank Charitable Foundation done in connection with our initial public offering.

(3) Represents noninterest expense divided by the sum of net interest income and noninterest income,

excluding gains or losses on the sale of securities, premises and equipment and assets acquired

thraugh foreclosure.




fellow Stockholders:

Thomas M. Petro
President and Chief Executive Officer

Charles Dickens’ novel, A Tale of Two Cities, begins with,
“It was the best of times, it was the worst of times...” This
quote clearly reflects the turmoil that the financial serv-
ices industry struggled to deal with in 2007 as the credit
and liquidity crisis became widespread. While we are cau-
tiously optimistic that the turmoil will subside in 2008,
the challenges ahead will be tough. Like many banks, we
have spent time trying to determine the risks and expo-
sures to these significant market changes and are pleased
to report that we have nominal exposure to sub-prime mort-
gages and private issue mortgage-backed investment secu-
rities. Additionally, the Bank is well-positioned to handle
declining economic conditions with a strong liquidity and
capital position.

While the ayes of the nation turned to the troubled credit
markets, your management team stayed focused on exe-
cuting our business strategy of delivering value to our cus-
tomers in the mid-Atlantic region of the U.S. How do we
manage through a downturn? We believe the best way is
to take advantage of the opportunities to recruit and invest
in talented people and lend to strong, growing businesses.
Qur strateqy to build stockholder value continues to be
serving a growing portfolio of satisfied clients. We are
pleased to report substantial progress in this, our second
full, turnaround year.

Our business banking strategy focuses on serving three
high-potential market segments: privately held companies,
professional practices and real estate firms. In the face of
tough competition, we expanded our base of business clients
by 30% during 2007, grew business loans by over 125%
and sharply increased the number of cash management
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services delivered to business clients. Qur growth is sup-
ported by solid fundamentals, including a robust credit
underwriting process, disciplined loan and deposit pricing
and prudent nsk management processes. Furthermore, we
increased management discipline and collaboration among
our teams to improve asset quality and manage risk. To be
a good company, we have to manage risk well.

Our consumer strategy is focused on retaining the strong and
loyal patronage of families that have formed the backbone
of Fox Chase Bank since our founding over 140 years ago
while extending our services to a new generation. To that
end, we added one full-service branch in 2007 in historic
West Chester, Pennsylvania and added new technology solu-
tions that make it easier for our clients to bank with us.

Solid execution allowed us to post consecutive guarterly
increases in the Bank’s net interest income in 2007 while
improving our efficiencies and service delivery. But frankly,
we must do more to improve the quality of our services,
raise the productivity of our staff and achieve better oper-
ational efficiencies. Delivering value to our stockholders is
our prigrity and, to accomplish that, we completed a stock
repurchase program in 2007 and announced another repur-
chase program at the beginning of 2008.

We have a dedicated Board that is completely engaged in
meeting the highest standards of ethical behavior and cor-
porate governance. Our discussions about the Company's
strategy, opportunities, people and priorities are thought-
ful, open and substantive. Qur Proxy Statement describes
our compensation philesophy in which we believe a sub-
stantial portion of compensation for our senior level team
should be tied to performance. To that end, we sought and
received approval for our 2007 Equity Incentive Plan and
made equity grants to align our employees’ interests with
those of our stockholders’.

I am proud to lead a remarkably talented team of profes-
sional bankers with a bright future. While we face many
challenges, we have only just begun.

0 _id4H

Thomas M. Petro
President and Chief Executive Officer
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VALUE PROPOSITION

. {left - right) Fred Duncan,

Melanie Belles, Psalm Mrefu

. Elizabeth Krout

{Chartwell Law offices)

. Ralph Kennedy
. {left - right) Luke Desiato,

Roger Deacon, Erin Gardner
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Driving to the bank to deposit business checks became a time-
consuming activity for Chartwell Law. With offices in Philadelphia,
Pittsburgh, Harrisburg and Valley Forge, Chartwell was looking
for a better way to make productive use of their employees’ time.
Fox Chase Bank met with Chartwell, analyzed the situation and pro-
vided a demonstration of eXpressway, our remote deposit service.
This service allows clients, like Chartwell, to deposit checks elec-
tronically right from their office with a scanner the size of a lunch
box, eliminating the need to have employees drive to the bank. Now
Chartwell can simply scan their checks, confirm their balances,
click submit and send their deposits electronically to their Fox
Chase Bank Business Checking Account,

1t is fashionable today for financial institutions to profit from their
client’s misfortune. We do not believe this is the way to build stock-
holder value. Instead, we seek to deliver a fair value and we ask
for a fair price in return. Qur approach is to act in the best inter-
est of our clients at all times. We believe this will encourage client
loyalty and overtime produce superior financial results.

Everyday, we work to align people, business processes and prod-
ucts with what client’s care about most—all to deliver a fair value
for a fair return and make it easy for our clients to do business with
us. Our goal is client satisfaction.

Because businesses and consumers are bombarded with complex-
ity, we're working hard to identify innovative solutions, like
eXpressway, to make our clients’ banking experiences simple and
convenient. We put ourselves in our clients’ shoes by asking ques-
tions, listening to their feedhack and offering solutions to their
issues. Qur goal is to identify what our clients value most and deliver
it with a service experience so good it surprises them. We consider
our commitment to product innovation and exceptional customer
service one of the most important things we do. Our goal is to ensure
efficient, client- focused delivery of financial solutions as efficiently
as possible. We believe this commitment is what makes Fox Chase
Bank different,




4 | www.foxchasebank.com

Fox Chase Bank employees, government dignitaries and local res-
idents gathered at the corner of 137 N. High Street in West
Chester, Pennsylvania on November 2, 2007 for the official ribbon
cutting ceremony of the newest Fox Chase Bank Branch. Located
in a historic building, in a prospering historic town, this new
branch cements our growth and expansion into Chester County.

Our focus is to grow our commercial banking business in markets we
believe we can serve profitably and where personal banking relation-
ships still matter. This is the principal reason we have targeted pri-
vately held businesses as a growth opportunity. While many of our
competitors also target this market, we believe our ability to respond
to small business gives us an advantage.

We increased the number of business clients we serve by 30% during
2007, and increased the level of business lending by approximately
125%. This rapid expansion should not suggest that we place growth
ahead of prudent risk management. We apply conservative credit prin-
ciples to underwrite, structure, price and administer business loans.

While we are pleased with our progress to date, we recently realigned
our key executives to bring greater leadership focus on the most sig-
nificant market opportunities for earnings growth. Jerry Holbrook,
was promoted to Chief Operating Officer; Roger Deacon, has become
Chief Financial Officer and Kerry Lynch was promoted to Chief Payments
Officer. These leaders have a proven track record of delivering busi-
ness results and exceptional customer service and, in their new roles,
will help us accelerate business strategy execution.

Qur newest branch opened in West Chester, Pennsylvania in
September 2007. We also relocated our operations center to Blue
8ell, Pennsylvania and launched a Customer Care Center expanding
operational capacity, client delivery capabilities and business hours.
These initiatives and others were undertaken to lay the foundation
for Fox Chase Bank to become a small business bank that serves
clients in today's fast paced environment while leveraging our 140-
year history serving the mid-Atlantic region of the United States.

GROWTH PLAN

1. West Chester branch

2. Fox Chase employees at Media branch
grand opening celebration

3. Christine Kontas

4. {left - right) Donald States,
Amy (rossett, Erik Bones
(commercial client)

5. (left - right) Dave Onorate
(commercial client), Erik Bones
(commercial client), Brett Long
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COMMUNITY SERVICE

. Jerry Holbrook and Cynthia Brooks
(Director - Endow A Home)

. Media branch grand opening
celebration

. Fox Chasers Team - MS City to Shore
Bike Tour 2007

. Melissa Bartell and Robert Sankey

. Nick White {Family Services
Association), Keisha Brown

. Ken Barber
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It's Saturday morning at 8 am and Ken Barber, Fox Chase Bank’s
Assistant Vice President of Information Technology, is not sleep-
ing in, nor is he relaxing on the couch with a bowl of Cheerios or
watching cartoons with his children. Ken is on his way to donate
his morning to One House At A Time, a local non-profit organiza-
tion located in Ambler, Pennsylvania. Ken donates his time not
because he has to but because he cares about the local commu-
nity and the well being of those less fortunate, He volunteers
with One House At A Time and works on their Board of Directors
to help the organization meet the enormous needs of providing
household necessities to families in need. The mission is simple:
make a house a home.

Ken, like many of our employees, shares a passion for giving back
to the local communities in which we live and work. The bank does-
n’t make our team do this; they do so because they are part of the
cemmunity and they care. During 2007, Fox Chase Bank team mem-
bers volunteered over 1,800 hours at local community events,

We are guided by a belief that the future of our country, our bank
and our community is built from the strength and success of the
local businesses whose employees and neighbors want to help each
other. As a local small business, the Bank supports its team mem-
bers with a matching gift program and encourages participation in
the annual United Way Days of Caring events by atlowing paid leave
for hours volunteered.

To further develop this commitment to community service we
launched the Fox Chase Bank Neighborhood Commitment Program
and the Fox Chase Bank Charitable Foundation in 2007. In its first
year the Charitable Foundation gifted close to $100,000 to quali-
fying nan-profit arganizations.

At Fox Chase Bank we're committed to building a better society and
to keeping our communities just as strong as they have helped keep
us for over 140 years.
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Karen Babiarz, Assistant Branch Manager of our Rhawn Street
location, exemplifies the core values and true spirit of a Fox Chase
Bank team member. Joining the Bank in 2001, Karen has grown
from a Teller to a Customer Service Representative to her current
position as an Assistant Branch Manager. Karen displays a great
sense of integrity and professionalism in getting the job done
and works to determine what is best for the customer. She does
not rest until the client is completely satisfied.

Over 150 team members like Karen are guided by our vision and
core values and bring this type of enthusiasm, expertise and love
of learning to Fox Chase Bank each and everyday. Therefore, we rec-
ognize that it is our duty to provide our team with the develop-
mental tools, training and benefits needed to be successful and
even more valuable to themselves, the Bank and most importantly
to our clients and stockholders

In 2007, we created a cross-functional education program called
Knowledge College to teach our team members the essential tools
needed to perform their specific job functions as well as to under-
stand and value the functions of other areas of the Bank. This knowl-
edge sharing has fostered an appreciation, among all employees,
for the individual departments that come together to make Fox
Chase Bank a cohesive team. In addition, to encourage our team to
expand their career development paths, we offer continuing edu-
cation with tuition reimbursement programs and funding options
for individual growth and skills training.

In April of 2007, a Flex-time program was launched to allow full time
team members to achieve a greater work-life balance by better man-
aging their work schedules to attend to family needs.

Our newest benefits pragram is the Employee Stock Ownership Plan.
This plan allows team members the opportunity to own stock and
share in the success of the Bank by giving them each an ownership
stake in the Company, Since the inception of this plan, the Bank has
provided over 76,000 shares of stock with its team members.

We are exceptionally proud of the Fox Chase team.

EMPLOYEE DEVELOPMENT

1. (left - right) Robert Sankey,
Debra Leeds, Fran Peer,
Michael Johnsan

2. Annette McNee and Josh Oravis
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This annual report contains forward-looking statements that are based on assumptions and may describe
JSuture plans, strategies and expectations of Fox Chase Bancorp, Inc. These forward-looking statements are
generally identified by use of the words “believe,” “expect,” "intend,” “anticipate,” “'estimate,” “project” or
similar expressions. Fox Chase Bancorp, Inc.’s ability to predict results or the actual effect of future plans or
strategies is inherently uncertain. Factors which could have a material adverse effect on the operations of Fox
Chase Bancorp, Inc. and its subsidiary include, but are not limited to, changes in interest rates, national and
regional economic conditions, legisiative and regulatory changes, monetary and fiscal policies of the U.S.
government, including policies of the U.S. Treasury and the Federal Reserve Board, the quality and composition of
the loan or investment portfolios, demand for loan products, deposit flows, competition, demand for financial
services in Fox Chase Bancorp, Inc.'s market area, changes in real estate market values in Fox Chase Bancorp,
Inc.’s market area, changes in relevant accounting principles and guidelines and inability of third party service
providers to perform. Additional factors that may affect our results are discussed in Item 14 to this annual report
tiled “Risk Factors " below.

o "o

These risks and uncertainties should be considered in evaluating forward-looking statements and undue
reliance should not be placed on such statements, Except as required by applicable law or regulation, Fox Chase
Bancorp, Inc. does not undertake, and specifically disclaims any obligation, to release publicly the resuit of any
revisions that may be made 1o any forward-looking statements to reflect events or circumstances after the date of the
statements or to reflect the occurrence of anticipated or unanticipated events.

Unless the context indicates otherwise, all references in this annual report to “Company,” “we,” "us" and
“our" refer to Fox Chase Bancorp, Inc. and its subsidiaries.

PART 1
Item 1. BUSINESS

General

Fox Chase Bancorp, Inc. (“Bancorp™) was organized on September 29, 2006 under the laws of the United
States to be a holding company for Fox Chase Bank (the “Bank™), a stock savings bank also organized under the
laws of the United States. On September 29, 2006, the Company completed its initial public offering in which it
sold 6,395,835 shares, or 43.57%, of its outstanding common stock to the public, including 575,446 shares
purchased by the Fox Chase Bank Employee Stock Ownership Plan (the “ESOP”). An additional 8,148,915 shares,
or 35.51% of the Company’s outstanding stock, were issued to Fox Chase MHC, the Company’s federal chartered
mutual holding company. Additionally, the Bancorp contributed $150,000 in cash and issued 135,000 shares, or
0.92% of its outstanding common stock, to the Fox Chase Bank Charitable Foundation.

Fox Chase Bancorp’s business activities are the ownership of Fox Chase Bank’s capital stock and the
management of the offering proceeds it retained. Fox Chase Bancorp does not own or lease any property. Instead, it
uses the premises, equipment and other property of Fox Chase Bank. Accordingly, the information set forth in this
annual report, including the Consolidated Financial Statements and related financial data, relates primarily to Fox
Chase Bank. Fox Chase Bancorp is subject to the regulation of the Office of Thrift Supervision.

On September 29, 2006, Fox Chase Bank converted from the mutual to the mutual holding company form
of organization. Fox Chase Bank operates as a community-oriented financial institution offering traditional
financial services to consumers and businesses in its market areas. Fox Chase Bank attracts deposits from the
general public and uses those funds to originate one- to four-family real estate, multi-family and commercial real
estate, construction, commercial and consurmer loans, which Fox Chase Bank generally holds for investment. Fox
Chase Bank also maintains an investment portfolio. Fox Chase Bank is regulated by the Office of Thrift
Supervision and its deposits are insured under the Deposit Insurance Fund administered by the Federal Deposit
Insurance Corporation. Fox Chase Bank is also a member of the Federal Home Loan Bank of Pittsburgh.

Fox Chase Bank’s website address s www.foxchasebank.com. Information on our website should not be
considered a part of this Report.




Market Areas

We are headquartered in Hatboro, Pennsylvania, which is approximately fifteen miles north of Center City,
Philadelphia. We maintain two offices in Montgomery County, Pennsylvania, one office in cach of Philadelphia and
Delaware Counties, Pennsylvania and three offices in Bucks County, Pennsylvania. All seven of these branch
offices are in the Philadelphia-Camden-Wilmington metropolitan statistical area. In 2000, we also opened two
offices in the southern New Jersey shore area, one in Atlantic County and one in Cape May County, New Jersey and
in March 2006, we opened a second branch office in Cape May County, New Jersey. In September 2007, we
opencd a branch office in Chester County, Pennsylvania and moved one of our loan production offices to this
branch,

Philadelphia Market Area. The economy of our Philadelphia market area is predominated by the service
sector. According to published statistics, the population of the five-county area served by our branches totaled 3.9
million in 2006. The economy in the Philadelphia market area has grown in recent years due to the presence of a
highly-educated workforce and the diversity of the local economy as traditional employers in the manufacturing and
financial services industry have been bolstered by growth in the life sciences and health care industries as well as the
information technology and communication sectors. The median household and per capita income in Bucks,
Chester, Delaware and Montgomery Counties significantly exceeds the comparable figures for Pennsylvania as a
whole, while the median houschold and per capita income in Philadelphia County trailed the comparable figures for
Pennsylvania.

New Jersey Market Area. The economy of Atlantic County is dominated by the service sector, of which
the gaming industry in nearby Atlantic City is the primary employer. The economy of Cape May County is
primarily geared toward tourism. According to published statistics, Atlantic County’s population in 2006 was
approximately 272,000 persons and Cape May County’s population was approximately 98,000. The economy in
Atlantic County has been strong in recent years as new and expanding casinos in Atlantic City along with new retail
centers and entertainment venues have led to job growth and an increase in housing development. Cape
May County has also benefited from the growth in and around Atlantic City, as many residents commute to that area
for employment. Although the economy in this market area has been strong in recent years, median household and
per capita income in Atlantic and Cape May Counties are lower than the comparable figures for New Jersey as a
whole. In addition, median household income in Atlantic County was below the national average in 2005. We
attribute this to several factors. First, there has been an influx of retirees with limited incomes but moderate to
substantial wealth. Additionally, since this matket is located outside of a major metropolitan area, average income
levels are negatively affected by the small portion of high-paying, white-collar jobs. In this market area, lower
paying service jobs provide a larger portion of overall employment.

Competition

We face significant competition for the atiraction of deposits and origination of loans, Our most direct
competition for deposits has historically come from the numerous financial institutions operating in our market areas
and, to a lesser extent, from other financial service companies such as brokerage firms, credit unions and insurance
companies. We also face competition for investors’ funds from money market funds, mutual funds and other
corporate and government securities. At June 30, 2007, which is the most recent date for which data is available
from the Federal Deposit Insurance Corporation, we held approximately 0.22% of the deposits in the Philadelphia-
Camden-Wilmington metropolitan statistical area, which was the 41* largest market share out of the 163 financial
institutions with offices in that metropolitan statistical area. In addition, banks such as Bank of America, Wachovia
Bank, Sovereign Bank, Citizens Bank of PA and Commerce Bank also operate in our market areas. These
institutions are significantly larger than us and, therefore, have significantly greater resources.

Our competition for loans comes primarily from financial institutions in our market areas, and, to a lesser
extent, from other financial service providers such as mortgage companies and mortgage brokers. Competition for
loans also comes from the increasing number of non-depository financial service companies entering the mortgage
and commercial lending markets such as insurance companies, securities companies and specialty finance
companies.

We expect competition to increase in the future as a result of legislative, regulatory and technological
changes and the continuing trend of consolidation in the financial services industry. Technological advances, for
example, have lowered the barriers to market entry, allowed banks and other lenders to expand their geographic

2




reach by providing services over the Internet and made it possible for non-depository institutions to offer products
and services that traditionally have been provided by banks. Changes in federal law permit affiliation among banks,
securities firms and insurance companies, which promotes a competitive environment in the financial services
industry. Competition for deposits and the origination of loans could limit our future growth.

Lending Activities

General. We generally originate loans primarily for investment purposes. The largest segments of our
loan portfolio are one- to four-family residential real estate loans, multi-family and commercial real estate loans,
construction loans, commercial and consumer loans. Historically, we originated very little multi-family and
commercial real estate loans, construction loans or commercial loans. However, in 2003, then-current management
determined to emphasize multi-family and commercial real estate lending and construction lending, primarily in the
southern New Jersey shore area where it had opened branch offices. Then-current management did not have a high
level of expertise in these types of lending, were relatively unfamiliar with the market area, and did not obtain the
proper documentation on these types of loans, accordingly many of these loans were criticized or classified in
accordance with regulatory guidelines. In 2005, new management ceased originating these loans and made
significant efforts to reduce the levels of these types of loans made by former management from the portfolio. In
2005 and 2006, we hired senior management and lenders with significant commercial lending experience and
adopted new commercial credit policies. Since that time, we have been originating and servicing a growing number
of multi-family and commercial real estate and construction loans to individuals and businesses. Such loans are
generally located in our primary market areas in the Mid-Atlantic region of the U.S.

One- to Four-Family Residential Real Estate Loans. The largest segment of our loan portfolio continues
to be mortgage loans, which enable borrowers to purchase or refinance existing homes, most of which are owner
occupied. We offer fixed-rate and adjustable-rate loans with terms up to 30 years. Borrower demand for adjustable-
rate loans versus fixed-rate loans is a function of the level of interest rates, the expectations of changes in the level
of interest rates, and the difference between the interest rates and loan fees offered for fixed-rate mortgage loans and
the initial period interest rates and loan fees for adjustable-rate loans. The relative amount of fixed-rate mortgage
loans and adjustable-rate mortgage loans that can be originated at any time is largely determined by the demand for
each in a competitive environment. The loan fees, interest rates and other provisions of mortgage loans are
determined by us on the basis of our own pricing criteria and competitive market conditions. Most of our loan
originations result from relationships with existing or past customers, members of our local community and referrais
from realtors, attorneys and builders. During 2007, the Bank also began originating loans referred by a mortgage
broker in which the Bank has a 20% investment. The ability to purchase loans through such correspondents allows
the Bank to continue to offer one-to four-family mortgage loans to a growing and diverse set of customers through
additional distribution channels in a cost-effective manner.

While one- to four-family residential real estate loans are normally originated with terms of up to 30 years,
such loans typically remain outstanding for substantially shorter periods because borrowers often prepay their loans
in full upon sale of the property pledged as security or upon refinancing the original loan. Therefore, average loan
maturity is a function of, among other factors, the level of purchase and sale activity in the real estate market,
prevailing interest rates and the interest rates payable on outstanding loans.

Interest rates and payments on our adjustable-rate mortgage loans generally adjust annually after an initial
fixed period of one, three or five years. Interest rates and payments on these adjustable-rate loans generally are
based on the one-year constant maturity Treasury index. The maximum amount by which the interest rate may be
increased is generally two percentage points per adjustment period with a lifetime interest rate cap of six percentage
points over the initial interest rate of the loan.

We generally do not make conventional loans with loan-to-value ratios exceeding 95% at the time the loan
is originated. At December 31, 2007, $2.9 million, or 1.4%, of our residential loans, had a loan-to-value ratio
exceeding 90% of the loan. Private mortgage insurance is generally required for all mortgage loans with loan-to-
value ratios in excess of 80%. We require properties securing mortgage loans to be appraised by a Board-approved
independent appraiser. We generally require title insurance on all first mortgage loans. Borrowers must obtain
hazard insurance, and flood insurance for loans on properties located in a flood zone, before closing the loan.




In an effort to provide financing for low- and moderate-income and first-time buyers, we offer a special
homebuyers program. We offer residential mortgage loans through this program to qualified individuals and
originate the loans using reduced interest rates, fees and loan conditions.

Multi-Family and Commercial Real Estate Loans. We offer fixed-rate and adjustable-rate mortgage loans
secured by multi-family and commercial real estate to individuals and small businesses in our primary market areas.
Our multi-family and commercial real estate loans are generally secured by condominiums, apartment buildings and
mixed-use properties with residential units, as well as office and retail space. We intend to increase this segment of
our loan portfolio.

These loans are typically repaid or the term extended before maturity, in which case a new rate is

. negotiated to meet market conditions and an extension of the loan is executed for a new term with a new
amortization schedule. We originate multi-family and commercial rea! estate loans with terms up to 20 years.
Interest rates and payments on our adjustable-rate loans generally are based on the prime interest rate, although our
policies permit interest rates to be based on the Constant Maturity Treasury Index, LIBOR or the federal funds rate.
Loans are secured by first mortgages that generally do not exceed 80% of the property’s appraised value. We
require all properties securing multi-family and commercial real estate loans to be appraised by a Board-approved
independent licensed appraiser. Multi-family and commercial real estate loans also are generally supported by
personal guarantees.

At December 31, 2007, the largest outstanding multi-family or commercial real estate loan had an
outstanding balance of $9.9 million and was secured by a hotel in the southern New Jersey shore area. This loan
was performing in accordance with its contractual terms at December 31, 2007,

Construction Loans. We originate fixed-rate and adjustable-rate loans to individuals, builders and
developers to finance the construction of residential dwellings. We also make construction loans for commercial
development projects, including apartment buildings, restaurants, shopping centers and other owner-occupied
properties used for businesses. Our construction loans generally provide for the payment or reserving of interest
only during the construction phase, which is usually six to twelve months for residential properties and eighteen
months or more for commercial properties. At the end of the construction phase, the loan is typically repaid with the
proceeds from sales of individual residential units or is converted to a permanent mortgage loan. Loans generally
can be made with a maximum loan-to-value ratio of 80% on residential construction and 65% on commercial
construction at the time the loan is originated. Before making a commitment to fund a construction loan, we require
an appraisal of the property by an independent licensed appraiser. We also generally require an inspection of the
property before disbursement of funds during the term of the construction loan.

We also originate loans secured by undeveloped land and developed land. The terms and rates of our land
loans are the same as our multi-family and commercial real estate loans. Loans secured by undeveloped land or
improved lots generally involve greater risks than residential mortgage lending because land loans are more difficult
to evaluate. If the estimate of value proves to be inaccurate, in the event of default and foreclosure, we may be
confronted with a property the value of which is insufficient to assure full repayment. Loan amounts generally do
not exceed 65% (50% for undeveloped land) of the lesser of the appraised value or the purchase price.

At December 31, 2007, our largest residential construction loan was an age-restricted residential
community being developed near Dover, Delaware, to which the Bank has committed $7.7 million, of which $4.0
million was outstanding. At December 31, 2007, our largest outstanding commercial construction loan was for $7.5
million, of which $3.7 million was outstanding, This participation loan is secured by land and improvements to
develop a shapping center in Bucks County, Pennsylvania. Both of these loans were performing in accordance with
their terms at December 31, 2007,

Commercial Loans. We also offer commercial business loans to professionals, sole proprietorships and
small businesses in our market area. The Bank also occasionally purchases loan participations from other
institutions to utilize excess capital and liquidity when we believe that such investments will provide an appropriate
return. The maximum amount of our commercial loans is limited by our in-house-loans-to one borrower limit. We
intend to grow this segment of our loan portfolio.

We offer secured commercial term loans, which have a maturity of greater than one year and the payment
of which is dependent on future earnings. The term for repayment of the loan will normally be limited to the lesser
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of the expected useful life of the asset being financed or a fixed amount of time, generally less than seven years. We
also offer revolving lines of credit secured by business assets other than real estate, such as business equipment,
inventory and accounts receivable, letters of credit and demand loans. We originate these loans on both a fixed-rate
and adjustable-rate basis with terms up to 20 years. Adjustable-rate loans are based on the prime rate, although our
policies permit interest rates to be based on the Constant Maturity Treasury Index, LIBOR or the federal funds rate
and adjust either monthly or annually. Where the borrower is a corporation, partnership or other entity, we generally
require significant equity holders to be co-botrowers and in cases where they are not co-borrowers, we generally
require personal guarantees from significant equity holders.

We also originate commercial lines of credit to finance the working capital needs of businesses to be repaid
by seasonal cash flows or to provide a period of time during which the business can borrow funds for planned
equipment purchases. Commercial lines of credit can be fixed-rate or adjustable-rate loans. Commercial lines of
credit secured by commercial real estate generally have a term of less than seven years.

When making commercial business loans, we consider the financial statements and/or tax returns of the
borrower, the borrower’s payment history of both corporate and personal debt, the debt service capabilities of the
borrower, the projected cash flows of the business, the viability of the industry in which the customer operates, the
value of the collateral and our assessment of management’s ability, Commercial business loans are gencrally
secured by a variety of collateral, primarily accounts receivable, inventory and equipment, and are generally
supported by personal guarantees. Depending on the collateral used to secure the loans, commercial loans are made
in amounts of up to 80% of the value of the collateral securing the loan (90% for established borrowers pledging
new equipment). We generally do not make unsecured commercial loans.

Consumer Loans. We offer a variety of consumer loans, including home equity loans and lines of credit,
loans secured by certificate of deposits (share loans), automobile loans and unsecured overdraft lines of credit.

The procedures for underwriting consumer loans include an assessment of the applicant’s payment history
on other debts and ability to meet existing obligations and payments on the proposed loan. Although the applicant’s
creditworthiness is a primary consideration, the underwriting process also includes a comparison of the value of the
collateral, if any, to the proposed loan amount.

We generally offer fixed-rate home equity loans with a maximum combined loan-to-value ratio of 90% and
adjustable-rate lines of credit with a maximum combined loan-to-value ratio of 80%. Home equity lines of credit
have adjustable-rates of interest that are based on the prime interest rate. Home equity lines of credit generally
require that only interest be paid on a monthly basis and have terms up to 20 years. Interest rates on these lines
typically adjust monthly. We offer fixed-rate and adjustable-rate home equity loans. Home equity loans have terms
that range from one to 15 years. We hold a first or second mortgage position on most of the homes that secure our
home equity loans and home equity lines of credit.

We also provide a consumer loan product under which we will originate a fixed-rate or adjustable-rate loan
on an owner-occupied one- to four-family residence, with a loan-to-value ratio of 80% of the secured property. We
will then originate a home equity loan with a loan-to-value ratio of either 10% or 15% of the secured property. The
remaining 10% or 5% must be paid in cash by the borrower. This product, sometimes referred to as combination
financing or a piggyback loan, eliminates the need for private mortgage insurance. However, to obtain this product,
the borrower must meet our underwriting criteria with respect to the one- to four-family residential real estate loan
and home equity loan. During 2007, we adopted more conservative underwriting criteria for such loans to address
the current credit conditions,

We offer loans secured by new and used automobiles. These loans have fixed interest rates and generally
have terms up to six years, We will generally offer automobile loans with a maximum loan-to-value ratio of 90% of
the purchase price of the vehicle.

We also offer unsecured overdraft lines of credit to our retail customers for overdraft protection. These
lines range between $500 and $7,500 and the rate and amounts are offered to customers in relation to their
individual credit score. At December 31, 2007 we had 241 such loans totaling $121,000.

We offer consumer loans secured by certificates of deposit held at Fox Chase Bank with fixed interest rates
and terms up to five years. We will offer such loans up to 90% of the principal balance of the certificate of deposit.




For more information on our loan commitments, see ltem 7, “Management's Discussion and Analysis of Financial
Condition and Results of Operations—Risk Management—Liquidity Management.”

Loan Underwriting Risks

Adjustable-Rate Loans. While we anticipate that adjustable-rate loans will better offset the adverse effects
of an increase in interest rates as compared to fixed-rate mortgages, the increased mortgage payments required of
adjustable-rate loan borrowers in a rising interest rate environment could cause an increase in delinquencies and
defaults. The marketability of the underlying property also may be adversely affected in a high interest rate
environment. In addition, although adjustable-rate mortgage loans help make our loan portfolic more responsive to
changes in interest rates, the extent of this interest sensitivity is limited by the annual and lifetime interest rate
adjustment limits.

Multi-Family and Commercial Real Estate Loans. Loans secured by multi-family and commercial real
estate generally have larger balances and involve a greater degree of risk than one- to four-family residential
mortgage loans. Of primary concern in multi-family and commercial real estate lending is the borrower’s
creditworthiness and the feasibility and cash flow potential of the project. Payments on loans secured by income
properties often depend on successful operation and management of the properties. As a result, repayment of such
loans may be subject to a greater extent than residential real estate loans to adverse conditions in the real estate
market or the economy. To monitor cash flows on income properties, we generally require borrowers and loan
guarantors to provide annual financial statements and/or tax returns, In reaching a decision on whether to make a
multi-family or commercial real estate loan, we consider the net operating income of the property, the borrower’s
expertise, credit history and profitability and the value of the underlying property. We have generally required that
the properties securing these real estate loans have debt service coverage ratios (the ratio of earnings before debt
service to debt service) of at least 1.20x. Environmental surveys and inspections are obtained when circumstances
suggest the possibility of the presence of hazardous materials. Further, in connection with our ongoing monitoring
of the loan, we typically will review the property at least once each year.

Construction Loans. Construction financing is generally considered to involve a higher degree of risk of
loss than long-term financing on improved, occupied real estate. Risk of loss on a construction loan depends largely
upon the accuracy of the initial estimate of the property’s value at completion of construction and the estimated cost
(including interest) of construction. During the construction phase, a number of factors could result in delays and
cost overruns. [f the estimate of construction costs proves to be inaccurate, we may be required to advance funds
beyond the amount originally committed to permit completion of the building. If the estimate of value proves to be
inaccurate, we may be confronted, at or before the maturity of the loan, with a building having a value which is
insufficient to assure full repayment. If we are forced to foreclose on a building before or at completion due to a
default, there can be no assurance that we will be able to recover all of the unpaid balance of, and accrued interest
on, the loan as well as related foreclosure and holding costs.

Commercial Loans. Unlike residential mortgage loans, which generally are made on the basis of the
borrower’s ability to make repayment from his or her employment or other income, and which are secured by real
property the value of which tends to be more easily ascertainable, commercial loans are of higher risk and typically
are made on the basis of the borrower’s ability to make repayment from the cash flow of the borrower’s business.
As a result, the availability of funds for the repayment of commercial loans may depend substantially on the success
of the business itself, Further, any collateral securing such loans may depreciate over time, may be difficult to
appraise and may fluctuate in value.

Consumer Loans. Consumer loans may entail greater risk than residential mortgage loans do, particularly
in the case of consumer loans that are unsecured or secured by assets that depreciate rapidly. In such cases,
repossessed collateral for a defaulted consumer {oan may not provide an adequate source of repayment for the
outstanding loan and the remaining deficiency often does not warrant further substantial collection efforts against
the borrower. In addition, consumer loan collections depend on the borrower’s continuing financial stability, and
therefore are more likely 1o be adversely affected by job loss, divorce, iliness or personal bankruptcy. Furthermore,
the application of various federal and state laws, including bankruptcy and insolvency laws, may limit the amount
that can be recovered on such loans.

Loan Originations, Sales and Participations. Loan originations come from a number of sources. The
primary source of loan originations are existing customers, walk-in traffic, advertising, referrals from customers and
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loans originated by our commercial relationship managers. We advertise in newspapers that are widely circulated
throughout our market area. Accordingly, when our rates are competitive, we attract loans throughout our market
areas. During 2007, the Bank also began originating loans referred by a mortgage broker in which the Bank has a
20% investment.

At December 31, 2007, we were a participating lender on five loans totaling $9.6 million, which are
secured by commercial real estate, lease payments and the assets of the businesses. These loans are being serviced
by the lead lender. We expect to continue to purchase participation interests, primarily in commercial and industrial
loans, construction loans and commercial real estate loans. On these participation interests, we generally perform
our own underwriting analysis before purchasing such loans and therefore believe there would be no greater risk of
default on these obligations. However, in a purchased participation loan, we would not service the loan and thus are
subject to the policies and practices of the lead lender with regard to monitoring delinquencies, pursuing collections
and instituting foreclosure proceedings. In assessing whether to participate, we would require review of all of the
documentation relating to any loan in which we participate, including any annual financial statements provided by a
borrower. Additionally, we would require periodic updates on the loan from the lead lender.

From time to time we will also sell participation interests in loans where we are the lead lender and
servicer. At December 31, 2007, we were the lead lender on loans totaling $19.8 million, of which the Bank owned
$9.5 million and serviced $10.3 million for other banks. We expect in the future that we will continue to seil
participation interests to local financial institutions, primarily with respect to construction and commercial real estate
loans that approach or exceed our lending limits or loans that are outside of our immediate market areas.

Loan Approval Procedures and Authority. Our lending activities follow written, non-discriminatory,
underwriting standards and loan origination procedures established by our beard of directors and management. The
board has granted authonty to approve residential and consumer loans up to $300,000 to the Assistant Manager of
the Consumer Lending Department and up to $450,000 to the Vice President of Residential Mortgage and the Vice
President of Consumer Lending. The board has granted individual authority to approve commercial loans up to $1.5
million to the Chief Executive Officer, the Chief Financial Officer, the Chief Lending Officer, the Chief Credit
Officer and the Chief Risk Manager. Commercial loans between $1.5 million and $2.75 million can be approved
based on dual authority from the previously mentioned “C” level officers. Loans in excess of $2.75 million up to
$4.5 million require the approval by the Officers Loan Committee, consisting of the President and Chief Executive
Officer, the Chief Financial Officer, the Chief Credit Officer and the Chief Lending Officer and other experienced
lenders and officers as appointed by the Board from time to time. Loans or groups of loans with exposures between
$4.5 million and $10.0 million require the approval of the Executive Officers Loan Committee, consisting of the
President and Chief Executive QOfficer, the Chief Financiat Officer, the Chief Lending Officer and the Chief Credit
Officer. Loans greater than $10.0 million are required to be approved by the Risk Management Committee of the
Board of Directors.

Loans to One Borrower. The maximum amount we may lend to one borrower and the borrower’s related
entities generally is limited, by regulation, to 15% of our stated capital and reserves. At December 31, 2007, our
general regulatory limit on loans to one borrower was approximately $15.0 million. At that date, our largest lending
relationship was a $9.9 million loan secured by a hotel in the southern New Jersey shore area. This loan was
performing according to its terms at December 31, 2007. At December 31, 2007, our second largest lending
relationship consisted of four loans to one borrower with commitments totaling $9.6 million, of which $7.1 million
were outstanding, which were secured by commercial office buildings in southeastern Pennsylvania.

Loan Commitments. We issue commitments for fixed- and adjustable-rate mortgage loans conditioned
upon the occurrence of certain events. Commitments to originate mortgage loans are legally binding agreements to
lend to our customers. Generally, our mortgage loan commitments expire after 30 days.

Investment Activities

The Board of Directors reviews and approves our investment policy annually. The Risk Management
Committee of the Board of Directors is responsible for establishing policies for conducting investment activities,
including the establishment of risk limits. The Risk Management Committee of the Board of Directors reviews
investment transactions on a monthly basis and monitors the composition and performance of the investment
portfolio on a quarterly basis. The Board has directed the Chief Financial Officer to implement the investment
policy.




The investment portfolio is primarily viewed as a source of liquidity. The investment portfolio
management policy is designed to:

1. absorb funds when loan demand and deposit outflows are low and infuse funds into loans when
loan demand is high and to fund deposit outflows;

2. generate a favorable return on investments;

3. provide income consistent with our liquidity and safety requirements, while providing a suitable
balance of quality and diversification to our balance sheet;

4, have collateral available for pledging requirements; and

5. provide a medium for the implementation of certain interest rate risk management measures
intended to establish and maintain an appropriate balance between the sensitivity to changes in
interest rates.

We have authority to invest in various types of liquid assets, including U.S. Treasury obligations, securities
of various federal and state agencies and municipal governments, mortgage and asset-backed securities, corporate
debt instruments, trust preferred securities and certificates of deposit of federally insured institutions. Within certain
regulatory limits, we also may invest a percentage of our capital in mutual funds. We also are required to maintain
an investment in Federal Home Loan Bank of Pittsburgh stock.

At December 31, 2007, our investment portfolio totaled $296.3 million and consisted primarily of
mortgage-backed securities issued by Fannie Mae, Freddie Mac and Ginnie Mae and securities of state and
municipal governments. At December 31, 2007 and 2006, we held $1.2 million and $1.7 million, respectively, in
private issued mortgage-backed securities. Private issued mortgage-backed securities are “whole loan collateralized
mortgage securities™ that are formed from jumbo mortgages that have all the same characteristics of conforming
mortgages, except for their size, issued by agency guarantors. To make up for the lack of an agency guarantor,
whole loans are structured with subordinated tranches designed to achieve a triple A rating by a major rating service.
The investor pays a lower price for the security but receives a higher yield. We have been continuously monitoring
private issued mortgage-backed securities given the current credit cycle to manage the current risks associated with
these types of securities.

Deposit Activities and Other Sources of Funds

General. Deposits, other borrowings and loan repayments are the major sources of our funds for lending
and other investment purposes. Loan repayments are a relatively stable source of funds, while deposit inflows and
outflows and loan prepayments are significantly influenced by general interest rates and money market conditions.

Deposit Accounts. Substantially all of our depositors are residents of the Commonwealth of Pennsylvania
or the State of New Jersey. We attract deposits in our market area through-advertising and through the offering of a
broad selection of deposit instruments, including noninterest-bearing demand accounts (such as checking accounts),
interest-bearing accounts (such as NOW and money market accounts), regular savings accounts and certificates of
deposit. At December 31, 2007, we did not utilize brokered deposits. However, our liquidity policy provides for
the use of brokered deposits as an alternative source of funds. Deposit account terms vary according to the
minimum balance required, the time periods the funds must remain on deposit and the interest rate, among other
factors. In determining the terms of our deposit accounts, we consider the rates offered by our competition, our
liquidity needs, profitability to us, matching deposit and loan products and customer preferences and concerns, We
generally review our deposit mix and pricing bi-weekly. Historically, our strategy was to offer competitive rates and
to be the market leader for rates on certain deposit products. Our current strategy is to offer competitive rates and to
be in the middle to upper end of the market for rates on a variety of retail and business deposit products.

We also offer a variety of deposit accounts designed for the businesses operating in our market area. Our
business banking deposit products include a commercial checking account and a checking account specifically
designed for smatl businesses. We also offer remote capture products for business customers to meet their online




banking needs. Additionally, we offer sweep accounts and money market accounts for businesses. We are seeking
to increase our commercial deposits through the offering of these products.

Borrowings. In recent years, we have not relied upon advances from the Federal Home Loan Bank of
Pittsburgh to supplement our supply of lendable funds or to meet deposit withdrawal requirements. The $30.0
million of Federal Home Loan Bank advances outstanding at December 31, 2006 were borrowed in 2001. During
the fourth quarter 2007, as the yield curve steepened, we implemented a leverage strategy to purchase $50.0 million
in mortgage related securities, which were funded by $30.0 million in Federal Home Loan Bank advances and $20.0
million of collateralized borrowings. Furthermore, we borrowed an additionat $20.0 million from the FHLB during
the fourth quarter of 2007 to take advantage of the decrease in cost of funds in the wholesale funding market. In the
future, we may rely more heavily on wholesale funding in addition to retail funds to leverage the balance sheet and
accelerate growth. However, due to the potential volatility of wholesate funding, we have developed ratios and
limits to measure our reliance on wholesale funding.

The Federal Home Loan Bank functions as a central reserve bank providing credit for its member financial
institutions. As a member, we are required to own capital stock in the Federal Home Loan Bank and are authorized
to apply for advances on the security of such stock and certain of our whole first mortgage loans and other assets
(principally morigage related securities which are obligations of, or guaranteed by, the United States), provided
certain standards related to creditworthiness have been met. Advances are made under several different programs,
each having its own interest rate and range of maturities. Depending on the program, limitations on the amount of
advances are based either on a fixed percentage of an institution’s net worth or on the Federal Home Loan Bank’s
assessment of the institution’s creditworthiness.

Personnel

As of December 31, 2007, we had 128 full-time employees and 25 part-time employees. We believe our
relationship with our employees is good.

Subsidiaries

Fox Chase Bank’s only active subsidiary is Fox Chase Financial, Inc., which was formed in February 1999,
As a Delaware-chartered corporation investment company, Fox Chase Financial’s purpose is to manage and hold
investment securities.

REGULATION AND SUPERVISION
General

Fox Chase Bancorp, as a federally chartered corporation, is subject to reporting to and regulation by the
Office of Thrift Supervision. Fox Chase Bancorp also is subject to the rules and regulations of the Securities and
Exchange Commission under the federal securities laws, Fox Chase Bank is subject to extensive regulation,
examination and supervision by the Qffice of Thrift Supervision, as its primary federal regulator, and the Federal
Deposit [nsurance Corporation, as its deposits insurer. Fox Chase Bank is a member of the Federal Home Loan
Bank System and its deposit accounts are insured up to applicable limits by the Deposit Insurance Fund managed by
the Federal Deposit Insurance Corporation. Fox Chase Bank must file reports with the Office of Thrift Supervision
and the Federal Deposit Insurance Corporation concerning its activities and financial condition in addition to
obtaining regulatory approvals prior to entering into certain transactions such as mergers with, or acquisitions of,
other financial institutions. The Office of Thrift Supervision and/or the Federal Deposit Insurance Corporation
conduct periodic examinations to test Fox Chase Bank’s safety and soundness and compliance with various
regulatory requirements. This regulation and supervision establishes a comprehensive framework of activities in
which an institution can engage and is intended primarily for the protection of the insurance fund and depositors. As
a federal mutual holding company, Fox Chase MHC is also required by federal law to report to, and otherwise
comply with the rules and regulations of, the Office of Thrift Supervision. The regulatory structure also gives the
regulatory authorities extensive discretion in connection with their supervisory and enforcement activities and
examination policies, including policies with respect to the classification of assets and the establishment of adequate
loan loss reserves for regulatory purposes. Any change in such policies, whether by the Office of Thrift
Supervision, the Federal Deposit [nsurance Corporation or Congress, could have a material adverse impact on Fox
Chase Bancorp, Fox Chase MHC and Fox Chase Bank and their operations.
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Certain of the regulatory requirements that are applicable to Fox Chase Bank, Fox Chase Bancorp and Fox
Chase MHC are described below or elsewhere in this document. The description of statutory provisions and
regulations applicable to savings institutions and their holding companies set forth below and elsewhere in this
document does not purport to be a complete description of such statutes and regulations and their effects on Fox
Chase Bank, Fox Chase Bancorp and Fox Chase MHC and is qualified in its entirety by reference to the actual
statutes and regulations.

Regulation of Federal Savings Associations

Business Activities. Federal law and regulations govern the activities of federal savings banks, such as Fox
Chase Bank. These laws and regulations delineate the nature and extent of the activities in which federal savings
banks may engage. In particular, certain lending authority for federal savings banks, e.g., commercial, non-
residential real property loans and consumer loans, is limited to a specified percentage of the institution’s capital or
assets.

Capital Requirements, The Office of Thrift Supervision’s capital regulations require federal savings
institutions to meet three minimum capital standards: a 1.5% tangible capital to total assets ratio, a 4% leverage
ratio (3% for institutions receiving the highest rating on the CAMELS examination rating system) and an 8% risk-
based capital ratio. In addition, the prompt corrective action standards discussed below also establish, in effect, a
minimum 2% tangible capital standard, a 4% leverage ratio (3% for institutions receiving the highest rating on the
CAMELS system) and, together with the risk-based capital standard itself, a 4% Tier 1 risk-based capital standard.
The Office of Thrift Supervision regulations also require that, in meeting the tangible, leverage and risk-based
capital standards, institutions must generally deduct investments in and loans to subsidiaries engaged in activities
that are not permissible for a national bank.

The risk-based capital standard requires federal savings institutions to maintain Tier 1 (core) and total
capital (which is defined as core capital and supplementary capital) to risk-weighted assets of at least 4% and 8%,
respectively. In determining the amount of risk-weighted assets, all assets, including certain off-balance sheet
assets, recourse obligations, residual interests and direct credit substitutes, are multiplied by a risk-weight factor of
0% to 100%, assigned by the Office of Thrift Supervision capital regulation based on the risks believed inherent in
the type of asset. Core (Tier 1) capital is generally defined as common stockholders’ equity (including retained
earnings), certain noncurmulative perpetual preferred stock and related surplus and minority interests in equity
accounts of consolidated subsidiaries less intangibles other than certain mortgage servicing rights and credit card
relationships. The components of supplementary (Tier 2) capital currently include cumulative preferred stock, long-
term perpetual preferred stock, mandatory convertible securities, subordinated debt and intermediate preferred stock,
the allowance for loan and lease losses limited to a maximum of 1.25% of risk-weighted assets and up to 45% of
unrealized gains on available-for-sale equity securities with readily determinable fair market values. Overall, the
amount of supplementary capital included as part of total capital cannot exceed 100% of core capital.

The Office of Thrift Supervision also has authority to establish individual minimum capital requirements in
appropriate cases upon a determination that an institution’s capital level is or may become inadequate in light of the
particular circumstances. At December 31, 2007, Fox Chase Bank met each of these capital requirements.

Prompt Corrective Regulatory Action. The Office of Thrift Supervision is required to take certain
supervisory actions against undercapitalized institutions, the severity of which depends upon the institution’s degree
of undercapitalization. Generally, a savings institution that has a ratio of total capital to risk weighted assets of less
than 8%, a ratio of Tier 1 (core) capital to risk-weighted assets of less than 4% or a ratio of core capital to total
assets of less than 4% (3% or less for institutions with the highest examination rating) is considered to be
“undercapitalized.” A savings institution that has a total risk-based capital ratio less than 6%, a Tier 1 capital ratio
of less than 3% or a leverage ratio that is less than 3% is considered to be “significantly undercapitalized™ and a
savings institution that has a tangible capital to assets ratio equal to or less than 2% is deemed to be “critically
undercapitalized.” Subject to a narrow exception, the Office of Thrift Supervision is required to appoint a receiver
or conservator within specified time frames for an institution that is “critically undercapitalized.” The regulation
also provides that a capital restoration plan must be filed with the Office of Thrift Supervision within 45 days of the
date a savings institution is deemed to have received notice that it is “undercapitalized,” “significantly
undercapitalized” or “critically undercapitalized.” Compliance with the plan must be guaranteed by any parent
holding company in an amount of up to the lessor of 5% of the savings institution’s total assets when it was deemed
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to be undercapitalized or the amount necessary to achieve compliance with applicable capital regulations. In
addition, numerous mandatory supervisory actions become immediately applicable to an undercapitalized
institution, including, but not limited to, increased monitoring by regulators and restrictions on growth, capital
distributions and expansion. The Office of Thrift Supervision could also take any one of a number of discretionary
supervisory actions, including the issuance of a capital directive and the replacement of senior executive officers and
directors. “Significantly undercapitalized” and “critically undercapitalized” institutions are subject to more
extensive mandatory regulatory actions.

Loans to One Borrower. Federal law provides that savings institutions are generally subject to the limits
on loans to one borrower applicable to national banks. Subject 1o certain exceptions, savings institution may not
make a loan or extend credit to a single or related group of borrowers in excess of 15% of its unimpaired capital and
surplus. An additional amount may be lent, equal to 10% of unimpaired capital and surplus, if secured by specified
readily-marketable collateral.

Standards for Safety and Soundness. The federal banking agencies have adopted Interagency Guidelines
prescribing Standards for Safety and Soundness. The guidelines set forth the safety and soundness standards that the
federal banking agencies use to identify and address problems at insured depository institutions before capital
becomes impaired. If the Office of Thrift Supervision determines that a savings institution fails to meet any
standard prescribed by the guidelines, the Office of Thrift Supervision may require the institution to submit an
acceptable plan to achieve compliance with the standard.

Limitation on Capital Distributions. Office of Thrift Supervision regulations impose limitations upon all
capital distributions by a savings institution, including cash dividends, payments to repurchase its shares and
payments to stockholders of another institution in a cash-out merger. Under the regulations, the prior approval of
the Office of Thrift Supervision is required before any capital distribution if the institution does not meet the criteria
for “expedited treatment” of applications under Office of Thrift Supervision regulations (i.e., generally, examination
and Community Reinvestment Act ratings in the two top categories), the total capital distributions for the calendar
year exceed net income for that year plus the amount of retained net income for the preceding two years, the
institution would be undercapitalized following the distribution or the distribution would otherwise be contrary to a
statute, regulation or agreement with the Office of Thrift Supervision. If an application is not required, the
institution must still provide prior notice to the Office of Thrift Supervision of the capital distribution if, like Fox
Chase Bank, it is a subsidiary of a holding company. If Fox Chase Bank’s capital were ever to fall below its
regulatory requirements or the Office of Thrift Supervision notified it that it was in need of increased supervision,
Fox Chase Bank’s ability to make capital distributions could be restricted. In addition, the Office of Thrift
Supervision could prohibit a proposed capital distribution by any institution, which would otherwise be permitted by
the regulation, if the Office of Thrift Supervision determines that such distribution would constitute an unsafe or
unsound practice.

Qualified Thrift Lender Test. Federal law requires savings institutions to meet a qualified thrift lender
test. Under the test, a savings institution is required to either qualify as a “domestic building and loan association”
under the Internal Revenue Code or maintain at least 65% of its “portfolio assets™ (total assets less: (i} specified
liquid assets up to 20% of total assets; (ii) intangibles, including goodwill; and (iii} the value of property used to
conduct business) in certain “qualified thrift investments” (primarily residential mortgages and related investments,
including certain mortgage-backed securities) in at least 9 months out of each 12-month period. Legisiation has
expanded the extent to which education loans, credit card loans and small business loans may be considered
“qualified thrift investments.”

A savings institution that fails the qualified thrift lender test is subject to certain operating restrictions and
may be required to convert to a bank charter. As of December 31, 2007, Fox Chase Bank maintained 84.3% of its
portfolic assets in qualified thrift investments and, therefore, met the qualified thrift lender test,

Transactions with Related Parties. Fox Chase Bank’s authority to engage in transactions with “affiliates”
(e.g.. any entity that controls or is under common control with an institution, including Fox Chase MHC and Fox
Chase Bancorp and its non-savings institution subsidiaries) is limited by federal law. The aggregate amount of
covered transactions with any individual affiliate is limited to 10% of the capital and surplus of the savings
institution. The aggregate amount of covered transactions with all affiliates is limited to 20% of the savings
institution’s capital and surplus. Certain transactions with affiliates are required to be secured by collateral in an
amount and of a type specified in federal law. The purchase of low quality assets from affiliates is generally

11




prohibited. Transactions with affiliates must be on terms and under circumstances that are at least as favorable to
the institution as those prevailing at the time for comparable transactions with non-affiliated companies. In addition,
savings institutions are prohibited from lending to any affiliate that is engaged in activities that are not permissible
for bank holding companies and no savings institution may purchase the securities of any affiliate other than a
subsidiary.

The Sarbanes-Oxley Act of 2002 generally prohibits loans by Fox Chase Bancorp to its executive officers
and directors. However, the Sarbanes-Oxley Act contains a specific exemption from such prohibition for loans by
Fox Chase Bank to its executive officers and directors in compliance with federal banking laws. Under such laws,
Fox Chase Bank’s authority to extend credit to executive officers, directors and 10% shareholders (“insiders™), as
well as entities such persons control, is limited. The law limits both the individual and aggregate amount of loans
Fox Chase Bank may make to insiders based, in part, on Fox Chase Bank’s capital position and requires certain
board approval procedures to be followed. Such loans are required to be made on terms substantially the same as
those offered to unaffiliated individuals and not involve more than the normal risk of repayment. There is an
exception for loans made pursuant to a benefit or compensation program that is widely available to all employees of
the institution and does not give preference to insiders over other employees.

Enforcement. The Office of Thrift Supervision has primary enforcement responsibility over federal
savings institutions and has the authority to bring actions against the institution and all institution-affiliated parties,
including stockholders, and any attorneys, appraisers and accountants who knowingly or recklessly participate in
wrongful action likely to have an adverse effect on an insured institution. Formal enforcement action may range
from the issuance of a capital directive or cease and desist order to removal of officers and/or directors to institution
of receivership, conservatorship or termination of deposit insurance. Civil penalties cover a wide range of violations
and can amount to $25,000 per day, or even 3} million per day in especially egregious cases. The Federal Deposit
Insurance Corporation has authority to recommend to the Director of the Office of Thrift Supervision that
enforcement action be taken with respect to a particular savings institution, If action is not taken by the Director, the
Federal Deposit Insurance Corporation has authority to take such action under certain circumstances. Federal law
also establishes criminal penaities for certain violations.

Assessments. Federal savings banks are required to pay assessments to the Office of Thrift Supervision to
fund the agency’s operations. The general assessments, paid on a semi-annual basis, are based upon the savings
institution’s (including consolidated subsidiaries) total assets, condition and complexity of portfolio. The Office of
Thrift Supervision assessments paid by the Company for the year ended December 31, 2007 totaled $178,000.

Insurance of Deposit Accounts. Fox Chase Bank’s deposits are insured up to applicable limits by the
Deposit Insurance Fund of the Federal Deposit Insurance Corporation. The Deposit Insurance Fund is the successor
to the Bank Insurance Fund and the Savings Association Insurance Fund, which were merged in 2006. The Federai
Deposit Insurance Corporation recently amended its risk-based assessment system for 2007 to implement authority
granted by the Federal Deposit Insurance Reform Act of 2005 (the “Reform Act™). Under the revised system,
insured institutions are assigned to one of four risk categories based on supervisory evaluations, regulatory capital
levels and certain other factors. An institution’s assessment rate depends upon the category to which it 1s assigned.
Risk category I, which contains the least risky depository institutions, is expected to include more than 90% of all
institutions. Unlike the other categories, Risk Category I contains further risk differentiation based on the Federal
Deposit Insurance Corporation’s analysis of financial ratios, examination component ratings and other information.
Assessment rates are determined by the Federal Deposit Insurance Corporation and currently range from five to
seven basis points for the healthiest institutions (Risk Category I} to 43 basis points of assessable deposits for the
riskiest (Risk Category IV). The Federal Deposit Insurance Corporation may adjust rates uniformly from one
quarter to the next, except that no single adjustment can exceed three basts points,

The Reform Act also provided for a one-time credit for eligible institutions based on their assessment base
as of December 31, 1996. Subject to certain limitations with respect to institutions that are exhibiting weaknesses,
credits can be used to offset assessments until exhausted. As of December 31, 2007, Fox Chase Bank’s remaining
balance of the one-time credit was approximately $220,000. We anticipate that this credit will be fully utilized by
the third quarter of 2008. The Reform Act also provided for the possibility that the Federal Deposit Insurance
Corporation may pay dividends to insured institutions once the Deposit Insurance Fund reserve ratio equals or
exceeds 1.35% of estimated insured deposits.

12




In addition to the assessment for deposit insurance, institutions are required to make payments on bonds
issued in the late 1980s by the Financing Corporation to recapitalize a predecessor deposit insurance fund. This
payment is established quarterly and during the calendar year ended December 31, 2007 averaged 1.14 basis points
of assessable deposits.

The Reform Act provided the Federal Deposit Insurance Corporation with authority to adjust the Deposit
Insurance Fund ratio to insured deposits within a range of 1.15% and 1.50%, in contrast to the prior statutorily fixed
ratio of 1.25%. The ratio, which is viewed by the Federal Deposit Insurance Corporation as the level that the fund
should achieve, was established by the agency at 1.25% for 2007,

The Federal Deposit Insurance Corporation has authority to increase insurance assessments. A significant
increase in insurance premiums would likely have an adverse effect on our operating expenses and results of
operations. Management cannot predict what insurance assessment rates will be in the future.

Insurance of deposits may be terminated by the Federal Deposit Insurance Corporation upon a finding that
the institution has engaged in unsafe or unsound practices, is in an unsafe or unsound condition to continue
operations or has violated any applicable law, regulation, rule, order or condition imposed by the Federal Deposit
Insurance Corporation or the Qffice of Thrift Supervision. The management of Fox Chase Bank does not know of
any practice, condition or violation that might lead to termination of deposit insurance.

Federal Home Loan Bank System. Fox Chase Bank is a member of the Federal Home Loan Bank System,
which consists of |12 regional Federal Home Loan Banks. The Federal Home Loan Bank provides a central credit
facility primarily for member institutions. Fox Chase Bank, as a member of the Federal Home Loan Bank of
Pittsburgh, is required to acquire and hold shares of capital stock in that Federal Home Loan Bank. Fox Chase Bank
was in compliance with this requirement with an investment in Federal Home Loan Bank stock at December 31,
2007 of $5.9 million.

The Federal Home Loan Banks were required to provide funds for the resolution of insolvent thrifts in the
late 1980s and are required to contribute funds for affordable housing programs. These requirements could reduce
the amount of dividends that the Federal Home Loan Banks pay to their members and could also result in the
Federal Home Loan Banks imposing a higher rate of interest on advances to their members. If dividends were
reduced, or interest on future Federal Home Loan Bank advances increased, our net interest income would likely
also be reduced.

Federal Reserve System. The Federal Reserve Board regulations require savings institutions to maintain
neninterest-carning reserves against their transaction accounts (primarily Negotiable Order of Withdrawal (NOW)
and regular checking accounts). The regulations generally provide that reserves be maintained against aggregate
transaction accounts as follows: a 3% reserve ratio is assessed on net transaction accounts up to and including $45.8
million; a 10% reserve ratio is applied above $45.8 million. The first $8.5 million of otherwise reservable balances
are exempted from the reserve requirements. The amounts are adjusted annually. Fox Chase Bank complies with
the foregoing requirements.

Holding Company Regulation

General. Fox Chase Bancorp and Fox Chase MHC are savings and loan holding companies within the
meaning of federal law. As such, they are registered with the Office of Thrift Supervision and are subject to Office
of Thrift Supervision regulations, examinations, supervision and reporting requirements. In addition, the Office of
Thrift Supervision has enforcement authority over Fox Chase Bancerp and Fox Chase MHC and their non-savings
institution subsidiaries. Among other things, this authority permits the Office of Thrift Supervision to restrict or
prohibit activities that are determined to be a serious risk to Fox Chase Bank.

Activities Restrictions Applicable to Mutual Holding Companies. Pursuant to federal law and Office of
Thrift Supervision regulations, a mutual holding company, such as Fox Chase MHC, may engage in the following
activities: (i) investing in the stock of a savings association; (ii) acquiring a mutual association through the merger
of such association into a savings association subsidiary of such holding company or an interim savings association
subsidiary of such holding company; (iii) merging with or acquiring another holding company, one of whose
subsidiaries is a savings association; (iv) investing in a corporation, the capital stock of which is available for
purchase by a savings association under federal law or under the law of any state where the subsidiary savings
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association or associations share their home offices; (v) furnishing or performing management services for a savings
association subsidiary of such company; (vi) holding, managing or liquidating assets owned or acquired from a
savings subsidiary of such company; (vii) holding or managing properties used or occupied by a savings association
subsidiary of such company properties used or occupied by a savings association subsidiary of such company; (viii)
acting as trustee under deeds of trust; (ix) any other activity (A) that the Federal Reserve Board, by regulation, has
determined to be permissible for bank holding companies under Section 4(c) of the Bank Holding Company Act,
unless the Office of Thrift Supervision, by regulation, prohibits or limits any such activity for savings and loan
holding companies or (B) in which multiple savings and loan holding companies were authorized (by regulation) to
directly engage on March 5, 1987; and (x) purchasing, holding, or disposing of stock acquired in connection with a
qualified stock issuance if the purchase of such stock by such savings and loan holding company is approved by the
Office of Thrift Supervision.

The Gramm-Leach Bliley Act of 1999 was designed to modernize the regulation of the financial services
industry by expanding the ability of bank holding companies to affiliate with other types of financial services
companies such as insurance companies and investment banking companies. The legislation also expanded the
activities permitted for mutual savings and loan holding companies to also include any activity permitted a
“financial holding company” under the legislation, including a broad array of insurance and securities activities.

Federal law prohibits a savings and loan holding company, including a federal mutual holding company,
from, directly or indirectly or through one or more subsidiaries, acquiring more than 5% of the voting stock of
another savings institution, or holding company thereof, without prior written approval of the Office of Thrift
Supervision. Federal law also prohibits a savings and loan holding company from acquiring or retaining, with
certain exceptions, more than 5% of a non-subsidiary holding company or savings association. A savings and loan
holding company is also prohibited from acquiring more than 5% of a company engaged in activities other than
those authorized by federal law; or acquiring or retaining control of a depository institution that is not insured by the
Federal Deposit Insurance Corporation. In evaluating applications by holding companies to acquire savings
institutions, the Office of Thrift Supervision must consider the financial and managerial resources and future
prospects of the company and institution involved, the effect of the acquisition on the risk to the insurance funds, the
convenience and needs of the community and competitive factors.

The Office of Thrift Supervision is prohibited from approving any acquisition that would result in a
multiple savings and loan holding company controlling savings institutions in more than one state, except: (i) the
approval of interstate supervisory acquisitions by savings and loan holding companies, and (ii) the acquisition of a
savings association in another state if the laws of the state of the target savings institution specifically permit such
acquisitions. The states vary in the extent to which they permit interstate savings and loan holding company
acquisitions.

If the savings institution subsidiary of a savings and loan holding company fails to meet the qualified thrift
lender test set forth in federal law, the holding company must register with the Federal Reserve Board as a bank
holding company within one year of the savings institution’s failure to so qualify.

Although savings and loan holding companies are not currently subject to regulatory capital requirements
or specific restrictions on the payment of dividends or other capital distributions, federal regulations do prescribe
such restrictions on subsidiary savings institutions. Fox Chase Bank must notify the Office of Thrift Supervision 30
days before declaring any dividend. In addition, the financial impact of a holding company on its subsidiary
institution is a matter that is evaluated by the Office of Thrift Supervision and the agency has autherity to order
cessation of activities or divestiture of subsidiaries decmed to pose a threat to the safety and soundness of the
institution.

Stock Holding Company Subsidiary Regulation. The Office of Thrift Supervision has adopted regulations
governing the two-tier mutual holding company form of organization and subsidiary stock holding companies that
are controlled by mutual holding companies. Fox Chase Bancorp is the stock holding company subsidiary of Fox
Chase MHC. Fox Chase Bancorp is permitted to engage in activities that are permitted for Fox Chase MHC subject
to the same restrictions and conditions. Finally, the Office of Thrift Supervision regulations maintain that the stock
holding company subsidiary must be federally chartered for supervisory reasons.

Waivers of Dividends by Fox Chase MHC. Office of Thrift Supervision regulations require Fox Chase
MHC to notify the Office of Thrift Supervision if it proposes to waive receipt of dividends from Fox Chase
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Bancorp. The Office of Thrift Supervision reviews dividend waiver notices on a case-by-case basis, and, in general,
does not object to any such waiver if: (i) the waiver would not be detrimental to the safe and sound operation of the
savings institution; and (ii) the mutual holding company’s board of directors determines that such waiver is
consistent with such directors’ fiduciary duties to the mutual holding company’s members.

Conversion of Fox Chase MHC to Stock Form. Office of Thrift Supervision regulations permit Fox
Chase MHC to convert from the mutual form of organization to the capital stock form of organization. There can be
no assurance when, if ever, a conversion transaction will occur, and the Board of Directors has no current intention
or plan to undertake a conversion transaction. In a conversion transaction, a new holding company would be formed
as the successor to Fox Chase Bancorp, Fox Chase MHC’s corporate existence would end, and certain depositors of
Fox Chase Bank would receive the right to subscribe for additional shares of the new holding company. Ina
conversion transaction, each share of common stock held by stockholders other than Fox Chase MHC would be
automatically converted into a number of shares of common stock of the new holding company based on an
exchange ratio determined at the time of conversion that ensures that stockholders other than Fox Chase MHC own
the same percentage of common stock in the new holding company as they owned in Fox Chase Bancorp
immediately before conversion. The total number of shares held by stockholders other than Fox Chase MHC after a
conversion transaction would be increased by any purchases by such stockhelders in the stock offering conducted as
part of the conversion transaction.

Acquisition of Control. Under the federal Change in Bank Control Act, a notice must be submitted to the
Office of Thrift Supervision if any person (including a company), or group acting in concert, seeks to acquire
“control” of a savings and loan holding company or savings institution. Under certain circumstances, a change in
control may occur, and prior notice 1s required, upon the acquisition of 10% or more of the outstanding voting stock
of the savings and loan holding company or savings institutions unless the Office of Thrift Supervision has found
that the acquisition will not result in a change in control of the company. Under the Change in Bank Control Act,
the Office of Thrift Supervision has 60 days from the filing of a complete notice to act, taking into consideration
certain factors, including the financial and managerial resources of the acquirer and the anti-trust effects of the
acquisition. Any company that so acquires control would then be subject to regulation as a savings and loan holding
company.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The Board of Directors annually elects the executive officers of Fox Chase MHC, Fox Chase Bancorp and
Fox Chase Bank, who serve at the Board’s discretion. Our executive officers are;

Name Position

Thomas M. Petro President and Chief Executive Officer of Fox Chase
Bancorp, Inc., Fox Chase MHC and Fox Chase Bank

Jerry D. Holbrook Chief Financial Officer and Secretary of Fox Chase
Bancorp, Inc. and Fox Chase MHC; Executive Vice
President and Chief Financial Officer of Fox Chase

Bank

Roger 8. Deacon Executive Vice President and Chief Accounting
Officer of Fox Chase Bancorp, Inc., Fox Chase
MHC and Fox Chase Bank

Keiron G. Lynch Executive Vice President and Chief Administrative

Officer of Fox Chase Bank

David C. Kowalek Executive Vice President and Chief Credit Officer of
Fox Chase Bank
James V. Schermerhorn Executive Vice President and Chief Lending Officer

of Fox Chase Bank

Richard J. Fuchs Executive Vice President and Chief Deposit Officer
of Fox Chase Bank

Below is information regarding our executive officers who are not also directors. Unless otherwise stated,
each executive officer has held his or her current position for at least the last five years. Ages presented are as of
December 31, 2007,

Jerry D. Holbrook, CMA, has served as Executive Vice President and Chief Financial Officer since 2005.
From 2003 to 20035, Mr. Holbrook was Executive Vice President, Chief Financial Officer and Corporate Secretary
for Northeast Pennsylvania Financial Corp. and its principal subsidiary First Federal Bank, a public thrift institution.
Previously, Mr. Holbrook served as Chief Financial Officer for E-Duction, Inc., a financial services start-up.
Previously, he was Senior Vice President of Finance at First USA Bank (now part of J.P. Morgan Chase) where he
managed the asset/liability management committee and was responsible for securitization planning and debt
issuances for a $70 billion credit card portfolio. He began his banking career with WSFS Financial Corp. where he
served as Senior Vice President and Controlier. Mr. Holbrook holds a B.S. in Accounting from the University of
Kentucky. Age 52.

Roger 8. Deacon, CPA, has served as Executive Vice President and Chief Accounting Officer since July
2007. From 2005 to 2007, Mr, Deacon was Senior Vice President and Chief Financial Officer for NOVA Financial
Holdings, Inc., a privately held bank holding company, and its principal subsidiary NOVA Savings Bank. From
January 2001 to September 2005, Mr. Deacon served as Chief Financial Officer for 14 Commerce, a privately held
financial services company that provides services through its Bill Me Later product. Previously, he was Senior Vice
President of Finance at First USA Bank (now part of J.P. Morgan Chase) where he was responsible for all financial
planning for its credit card business, which grew from $2 billion to $70 billion in managed assets. He began his
career with Price Waterhouse, where he served as an Audit Manager in their Financial Services Practice Group. Mr.
Deacon holds a B.S. in Business Administration from Bucknell University, majoring in Accounting with a
concentration in Finance. Age 44,
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Keiron G. Lynch, CTP, has served as Executive Vice President and Chief Administrative Officer since
2005. From 1999 to 2005, Mr. Lynch was Vice President of Global Visa Commerce Product Development for Visa
International. Previously, he was Director of Delivery for The Source? Group, LLC, a joint venture between Mellon
Bank and MCI Systemhouse that provided outsourced accounts payable and accounts receivables services to
companies nationwide, Mr. Lynch held a number of leadership positions with Mellon Bank over 17 years
culminating as Vice President and Director of New Product Development for Mellon Bank’s Global Cash
Management division. Mr. Lynch holds a B.A. in Economics from Duke University. Age 50.

David C. Kowalek has served as Executive Vice President and Chief Credit Officer since 2005. From 2004
to 2005, Mr. Kowalek was Senior Vice President and Chief Credit Officer for First Federal Bank, a public thrift
institution. From 1987 to 2004, Mr. Kowalek held various credit and lending leadership positions with Wachovia
Bank and predecessor financial institutions culminating as Senior Loan Officer responsible for a multi-state region
in the mid-Atlantic area. He began his career at Chase Manhattan Bank. Mr. Kowalek holds an MBA from Adelphi
University and a B.S. in Economics and Mathematics from Wilkes University. Age 54.

James V. Schermerhorn has served as Executive Vice President and Chief Lending Officer since 2005.
From 2004 to 2005, Mr. Schermerhorn was Managing Director of Penn Mezzanine Fund in King of Prussia,
Pennsylvania. From 2003 to 2004, he was Regional Vice President for Patriot Bank. Previously he was Executive
Vice President and Chief Lending Officer for Republic First Bank. Mr. Schermerhorn held a number of leadership
positions with Mellon Bank over 29 years including Managing Director of National Business Banking and Regional
Middle Market Lending Manager for Mellon East. He began his career with Girard Bank. Mr. Schermerhomn holds a
B.A. in Economics and Accounting from Muhlenberg College and is a graduate of the Stonier Graduate School of
Banking. Age 64.

Richard J. Fuchs has served as Executive Vice President and Chief Deposit Officer since April 2006.
Mr. Fuchs joined Fox Chase Bank after 30 years with The Bryn Mawr Trust Company in Bryn Mawr, Pennsylvania
where he was Senior Vice President of the Community Banking Division and from 2000 to 2005 also served as the
President and CEQO of The Bryn Mawr Brokerage Company. Mr. Fuchs attended Villanova University where he
majored in Civil Engineering and is a graduate of the Stonier Graduate School of Banking. Age 58.

ITEM 1A, RISK FACTORS

. If our allowance for loan losses is insufficient to absorb losses in our loan portfolio, our earnings could
decrease.

At December 31, 2007, our allowance for loan losses totaled $3.4 million, which represented 0.75% of total

loans, 412.21% of nonperforming loans and 152.97% of classified assets. We make various assumptions and
Jjudgments about the collectibility of our loan portfolio, including the creditworthiness of our borrowers and the
value of real estate and other assets serving as collateral for the repayment of many of our loans. In determining the

| amount of the allowance for loan losses, we review our loans and our loss and delinquency experience, classified
asset experience, industry delinquency and loss trends and regional and national economic conditions. If our
assumptions are incorrect, our allowance for loan tosses may not be sufficient to cover losses inherent in our loan
portfolio, resulting in additions to our allowance. Material additions to our allowance could materially decrease our
net income. )

Our regulators, as an integral part of their examination process, periodically review our allowance for loan
losses and may require us to increase our allowance for loan losses by recognizing additional provisions for loan
losses charged to expense, or to decrease our allowance for loan losses by recognizing loan charge-offs, net of
recoveries. Any such additional provisions for loan losses or charge-offs, as required by these regulatory agencies,
could have a material adverse effect on our financial condition and results of operations.

Our recent emphasis on multi-family and commercial real estate, commercial and construction lending may
expose us to increased lending risks.

At December 31, 2007, $156.1 million, or 34.6%, of our loan portfolio consisted of multi-family and
commercial real estate, commercial and construction loans. We have recently begun to emphasize these types of
lending and in 2006 hired a highly experienced team of commercial lending and credit and risk management
professionals to accelerate this initiative. These types of loans generally expose a lender to greater risk of non-
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payment and loss than one- to four-family residential mortgage loans because repayment of the loans often depends
on the successful operation of the property and the income stream of the borrowers. Such loans typically involve
larger loan balances to single borrowers or groups of related borrowers compared to one- to four-family residential
mortgage loans. In addition, since such loans generally entail greater credit risk than one- to four-family residential
mortgage loans, we may need to increase our allowance for loan losses in the future to account for the likely
increase in probable incurred credit losses associated with the growth of such loans, Also, many of our multi-family
and commercial real estate and land borrowers have more than one loan outstanding with us. Consequently, an
adverse development with respect to one loan or one credit relationship can expose us to a significantly greater risk
of loss compared to an adverse development with respect to a one- to four-family residential mortgage loan.

Moreover, we recently began our initiative to originate commercial business loans. At December 31, 2007,
we had 50 commercial loans totaling $33.4 million in our portfolio. Accordingly, much of our commercial loan
portfolio is unseasoned and our limited experience in originating these types of loans does not provide us with a
significant payment history pattern with which to judge future collectibility. These loans will also not have been
subjected to unfavorable economic conditions. As a result, it may be difficult to predict the future performance of
this part of our loan portfolio, These loans may have delinquency or charge-off levels above our historical
experience, which could adversely affect our future performance. Further, commercial loans generally have larger
balances and involve a greater risk than one- to four-family residential mortgage loans. Accordingly, if we make any
errors in judgment in the collectibility of our commercial loans, any resulting charge-offs may be larger on a per
loan basis than those incurred with our residential mortgage loan or consumer loan portfolios.

Our business strategy, which includes asset growth, was recently initiated and has not yet had the time to be
proven successful. Further, if we fail to grow or fail to manage our growth effectively, our financial condition
and results of operations could be negatively affected.

In June 2003, as required by the Cease and Desist Order issued by the Office of Thrift Supervision, we
adopted a new three-year business strategy. Our strategy involves asset and liability growth, specifically in
originating commercial-type loans and attracting favorably priced deposits, while maintaining strong asset quality,
Achieving our growth targets requires us to attract customers that currently bank at other financial institutions in our
market, thereby increasing our share of the market. Our ability to successfully grow will also depend on a variety of
factors, including the market penetration of our new commercial lenders, continued favorable market conditions, the
continued availability of desirable business opportunities and the competitive responses from other financial
institutions in our market areas. While we believe we have the management resources and internal systems in place
to successfully manage our future growth, there can be no assurance growth opportunities will be available or that
we will be successful in implementing our business strategies. Further, it will take time to implement our business
strategy, especially for our commercial lenders to originate enough loans and business deposits to generate the
revenue needed to offset the associated expenses, including salaries and the occupancy expense related to the new
branches and loan production offices. We expect that it may take a significant period of time before we can achieve
the intended results of our new business strategy. During the period while the business plan is being implemented,
our operating results may be negatively impacted. Further, there can be no assurance that our new strategic plan,
even if successfully implemented, will ultimately produce positive results,

Our decrease in deposits may cause us to rely more heavily on wholesale funding sources, which could
increase our expenses and adversely affect our operating margins and profitability.

Historically, we attempted to be the market leader in rates on longer-term money market accounts and
certificates of deposit. However, in 2005, the new management, in connection with the planned reductions in the
balance sheet, offered less-than-market rates as it attempted to allow the longer-term money market accounts and
certificates of deposit to run-off, thereby shortening the duration of its liabilities. While deposit rates were raised to
be competitive in the market in November 2005, deposits have continued to decrease. Deposits were $585.6 million
at December 31, 2007 compared to $596.5 million at December 31, 2006. While we believe that branch expansion
and our emphasis on building transaction accounts will increase deposits, there can be no guarantee if and when this
will occur. Further, the considerable competition for deposits in our market makes it more difficult for us to obtain
reasonably priced deposits.
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If we are not able to increase deposits, we will have to rely more heavily on wholesale sources to fund our
asset growth than we have in the past, which historically are more expensive than retail sources of funding. If we are
required to rely more heavily on more expensive funding sources to support future growth, our revenues may not
increase proportionately to cover our costs. In this case, our operating margins and profitability would be adversely
affected.

Changes in interest rates could have a material adverse effect on our operations,

The operations of financial institutions such as ours are dependent to a large extent on net interest income,
which is the difference between the interest income earned on interest-earning assets such as loans and investment
securities and the interest expense paid on interest-bearing liabilities such as deposits and borrowings. Changes in
the general level of interest rates can affect our net interest income by affecting the difference between the weighted
average yield earned on our interest-eaming assets and the weighted average rate paid on our interest-bearing
liabilities, or interest rate spread, and the average life of our interest-earning assets and interest-bearing
liabilities. Changes in interest rates also can affect: (1) our ability to originate loans; (2) the value of our interest-
earning assets and our ability to realize gains from the sale of such assets; (3) our ability to obtain and retain deposits
in competition with other available investment alternatives; and (4) the ability of our borrowers to repay adjustable
or variable rate loans. Interest rates are highly sensitive to many factors, including government monetary policies,
domestic and international economic and political conditions and other factors beyond our control. Although we
believe that the estimated maturities of our interest-earning assets currently are well balanced in relation to the
estimated maturities of our interest-bearing liabilities, there can be no assurance that our profitability would not be
adversely affected during any period of changes in interest rates.

If we do not achieve profitability on our new branches and loan production offices, the new offices may
reduce our earnings.

We opened our Marmora, New Jersey branch office and two new loan production offices (with deposit
authority) in the Philadelphia metropolitan area in 2006, one of which was later closed when we opened our West
Chester, Pennsylvania branch in 2007. Numerous factors contribute to the performance of a new branch or loan
production facility, such as our ability to select a suitable location, competition, our ability to hire and retain
qualified personnel, and the effectiveness of our marketing strategy. It takes time for a new branch to generate
significant deposits and loan volume to offset expenses, some of which, like salaries and occupancy expense, are
relatively fixed costs. Additionally, there can be no assurance that any of these new offices will ever become
profitable. During the period of time before a branch office or loan production facility can become profitable,
operating an office will negatively impact our net income.

We operate in a highly regulated environment and we may be adversely affected by changes in laws and
regulations.

Fox Chase MHC, Fox Chase Bancorp and Fox Chase Bank are subject to extensive regulation, supervision
and examination by the Office of Thrift Supervision and Fox Chase Bank is also subject to regulation and
supervision by the Federal Deposit Insurance Corporation, as insurer of its deposits. Such regulation and
supervision governs the activities in which an institution and its holding company may engage, and are intended
primarily for the protection of the insurance fund and the depositors and borrowers of Fox Chase Bank rather than
for holders of Fox Chase Bancorp common stock. Regulatory authorities have extensive discretion in their
supervisory and enforcement activities, including the imposition of restrictions on our operations, the classification
of our assets and determination of the level of our allowance for loan losses. Any change in such regulation and
oversight, whether in the form of regulatory policy, regulations, legislation or supervisory action, may have a
material impact on our operations.

A downturn in the local economy or a decline in real estate values could reduce our profits.

Nearly all of our loans are secured by real estate or made to businesses in the Philadelphia metropolitan or
Southern New Jersey market areas. As a result of this concentration, a downturn in the local economies in these
areas could cause significant increases in nonperforming loans, which would reduce our profits. In recent years there
has been a significant increase in reat estate values in our market areas. As a result of rising home prices, our loans
have been well collateralized. A decline in real estate values could cause some of our mortgage loans 10 become
inadequately coliateralized, which would expose us to a greater risk of loss.
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Strong competition within our market areas could reduce our profits.

We face intense competition in making loans, attracting deposits and attracting and retaining key
employees and relationship managers. In particular, several financial institutions have recently opened new offices
or branches and numerous de novo financial institutions have recently been formed in the Philadelphia-Camden-
Wilmington metropolitan statistical area. This competition has made it more difficult for us to make new loans and
at times has forced us to offer higher deposit rates. It has also made it more difficult and costly to attract and hire
employees with the level of expertise we require to implement our strategic plan. Price competition for loans and
deposits might result in us earning less on our loans and paying more on our deposits, which would reduce net
interest income. Also, additional compensation expense increases noninterest expense, reducing net income,
Competition also makes it more difficult to grow loans and deposits. As of June 30, 2007, the most recent date for
which information is available, we held 0.22% of the deposits in Philadelphia-Camden-Wilmington metropolitan
statistical area. Some of the institutions with which we compete have substantially greater resources and lending
limits than we have and may offer services that we do not provide. We expect competition to increase in the future
as a result of legislative, regulatory and technological changes and the continuing trend of consolidation in the
financial services industry. Our profitability depends upon our continued ability to compete successfully in our
market areas.

Our low return on equity may negatively affect our stock price.

Net income divided by average equity, known as “return on equity,” is a ratio many investors use to
compare the performance of a financial institution to its peers. Our return on equity was reduced due to the large
amount of capital that we raised in our 2006 stock offering and to expenses we are incurring in pursuing our growth
strategies, the costs of being a public company and added expenses associated with our employee stock ownership
and equity incentive plans. Until we can increase our net interest income and noninterest income, we expect our
return on equity to be below the median return on equity of 4.19% for the trailing twelve months for all publicly
traded thrifts, which may negatively affect the value of our common stock. For the twelve months ended December
31, 2007, our return on equity was 1.54%,.

Expenses from operating as a public company and from equity-based benefit plans will continue to adversely
affect our profitability.

Our noninterest expenses are impacted as a result of the financial, accounting, legal and various other
additional expenses associated with operating as a public company. We also recognize additional annual employee
compensation and benefit expenses stemming from the shares that are purchased or granted to employees and
executives under the employee stock ownership and equity incentive plans. These additional expenses adversely
affect our profitability. We recognize expenses for our employee stock ownership plan when shares are committed
to be released to participants’ accounts. We recognize compensation expense for restricted stock awards and stock
optiens over the vesting period of awards made to recipients.

Fox Chase MHC’s majority control of our common stock will enable it to exercise voting control over most
matters put to a vote of stockholders and will prevent stockholders from forcing a sale or a second-step
conversion transaction you may find advantageous.

Fox Chase MHC owns a majority of Fox Chase Bancorp’s common stock and, through its board of
directors, is able to exercise voting control over most matters put to a vote of stockholders. The same directors and
officers who will manage Fox Chase Bancorp and Fox Chase Bank will also manage Fox Chase MHC. As a
federally chartered mutual holding company, the board of directors of Fox Chase MHC must ensure that the
interests of depositors of Fox Chase Bank are represented and considered in matters put to a vote of stockholders of
Fox Chase Bancorp. However, you should be aware that the votes cast by Fox Chase MHC may not be in your
personal best interests as a stockholder. For example, Fox Chase MHC may exercise its voting control to defeat a
stockholder nominee for election to the board of directors of Fox Chase Bancorp. Moreover, Fox Chase MHC’s
ability to elect the board of directors of Fox Chase Bancorp restricts the ability of the minority stockholders of Fox
Chase Bancorp to effect a change of control of management. In addition, stockholders will not be able to force a
merger or second-step conversion transaction without the consent of Fox Chase MHC as such transactions also
require the approval of at least two-thirds of all outstanding voting stock, which can only be achieved if Fox Chase
MHC voted to approve such transactions. Some stockholders may desire a sale or merger transaction, since
stockholders typically receive a premium for their shares, or a second-step conversion transaction, since fully
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converted institutions tend to trade at higher multiples than mutual holding companies. Stockholders could,
however, prevent a second step conversion or the implementation of equity incentive plans as current Office of
Thrift Supervision regulations and policies require the approval of such matters by the stockholders other than Fox
Chase MHC. :

Office of Thrift Supervision policy on remutualization transactions could prohibit acquisition of Fox Chase
Bancorp, which may adversely affect our stock price.

Current Office of Thrift Supervision regulations permit a mutual holding company to be acquired by a
mutual institution in a remutualization transaction. The possibility of a remutualization transaction has recently
resulted in a degree of takeover speculation for mutual holding companies that is reflected in the per share price of
mutual holding companies’ common stock. However, the Office of Thrift Supervision has issued a policy statement
indicating that it views remutualization transactions as raising significant issues concemning disparate treatment of
minority stockholders and mutual members of the target entity and raising issues concerning the effect on the mutual
members of the acquiring entity. Under certain circumstances, the Office of Thrift Supervision intends to give these
issues special scrutiny and reject applications providing for the remutualization of a mutual holding company unless
the applicant can clearly demonstrate that the Office of Thrift Supervision’s concerns are not warranted in the
particular case. Should the Office of Thrift Supervision prohibit or otherwise restrict these transactions in the future,
our per share stock price may be adversely affected.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

We conduct our business through our main office and branch offices. The following table sets forth certain
information relating to these facilities as of December 31, 2007. ‘

Net Book Value
Year Owned/ Date of Lease as of
Location Opened Leased Expiration December 31, 2007
{In thousands)
Main Office:
4390 Davisville Road
Hatboro, Pennsylvania 1996 Owned — $ 2,170
Branch Offices:
401 Rhawn Street
Philadelphia, Pennsylvania 1956 ~Owned —_ 625
8135 Bustleton Pike
Richboro, Pennsylvania 1985 Owned — 505
1 Fitzwatertown Road
Willow Grove, Pennsylvania 1995 Owned — 410
1041 York Road
Warminster, Pennsylvania 2000 Owned — 854
921 West Avenue
Ocean City, New Jersey 2000 Owned —_ 496
6059 Black Horse Pike
Egg Harbor Township, New Jersey 2000 Owned — 884
5871 Lower York Road
Lahaska, Pennsylvania 2004 Owned — 1,461
2 U.S. Route 9 South
Marmora, New Jersey 2006 Owned _— 1,625
210 West State Street (1)
Media, Pennsylvania 2006 Leased 2009 26
137 North High Street

West Chester, Pennsylvania 2007 Owned — 1,822

Administrative Offices:

510 East Township Line Road (2)
Blue Bell, Pennsylvania 2007 Leased 2012 112

Other Properties:

811 Bustleton Pike (3)
Richboro, Pennsylvania — QOwned —_ 44

Absecon, New Jersey (4) — Owned — 1,957

(1) We have an option to renew this lease for two additional one-year periods beginning April 2008. During
January 2008, we exercised the first option and extended the lease for an additional one year period to April
2009.

(2) This property houses administrative, operational and information technology personnel. We have an option to
renew the lease for one additional five-year period.

(3) This property includes a residence with two apartments, which are leased to individuals.

{4) This property is undeveloped land that may be developed for a future branch.
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ITEM 3. LEGAL PROCEEDINGS

Periodically, there have been various claims and lawsuits against us, such as claims to enforce liens,
condemnation proceedings on properties in which we hald security interests, claims invelving the making and
servicing of real property loans and other issues incident to our business. We are not a party to any pending legal
proceedings that we believe would have a material adverse effect on our financial condition, results of operations or
cash flows.

On April 28, 2006, Gregory S. Cipa, the former President and Chief Executive Officer of Fox Chase Bank,
filed a complaint against Fox Chase Bank in the Civil Division of the Court of Common Pleas of Bucks County,
Pennsylvania. In May 2006, Fox Chase Bank moved the case to federal court, answered the complaint and filed a
counterclaim, Mr. Cipa sought monetary damages in excess of $900,000 and the payment of litigation costs in
connection with altegations that the Bank failed to pay Mr. Cipa certain employment benefits that he claimed to
have earned while serving as President and Chief Executive Officer of the Bank. In December 2007, the Bank
settled this litigation by paying Mr. Cipa and his legal counsel $150,000.

ITEM 4, SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
PARTII
ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER

MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES
Market for Common Equity and Related Stockholder Matters

The Company’s common stock is listed on the Nasdaq Stock Market (“Nasdaq”) under the trading symbol
“FXCB.” The following table sets forth the quarterly high and low sales prices of Fox Chase Bancorp’s common
stock from October 2, 2006, the first day of trading of the common stock, through December 31, 2007, as reported
by Nasdaq. The Company has not paid any dividends to its stockholders to date. See Item 1, "Business—
Regulation and Supervision—Regulation of Federal Savings Associations— Limitation on Capital Distributions™
and note 1! in the notes to the consolidated financial statements for more information relating to restrictions on
dividends. As of March 10, 2008, the Company had approximately 1,010 holders of record of common stock.

2007: _High  _Low
First Quarter $14.32 $13.05
Second Quarter $14.07 $13.03
Third Quarter $13.74 $10.36
Fourth Quarter $13.15 $10.90
2006: Ve High Low
First Quarter N/A N/A
Second Quarter N/A N/A
Third Quarter N/A N/A
Fourth Quarter $13.85 $12.75

23



Stock Performance Graph

The following graph compares the cumulative total return of the Company common stock with the
cumulative total return of the SNL Mid-Atlantic Thrift Index and the Index for the Nasdaq Stock Market (U.S.
Companies, all SIC). The graph assumes that $100 was invested on October 2, 2006, the first day of trading of the
common stock. Cumulative total return assumes reinvestment of all dividends.
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Fox Chase Bancorp, Inc. (MHC} $100.00 §$10425 $104.09 $104.25 $102.24  $88.03
NASDAQ Composite 100.00 107.94 108.22 116.34 120.73 118.53
SNL Mid-Atlantic Thrift Index 100.00 107.97 106.42 97.59 100.56 88.89
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Purchases of Equity Securities

The following table provides certain information with regard to shares repurchased by the Company in the
fourth quarter of 2007.

Total Number
of Shares
Purchased Maximum
as Part of Number of Shares
Total Publicly that May Yet be
Number of Average Announced Plans  Purchased Under
Shares Price Paid or the Plans or
Period Purchased Per Share Programs Programs
October 1, 2007 through
October 31, 2007 ............... - - - -
November 1, 2007 through
November 30, 2007 ........... - - - -
December 1, 2007 through
December 31, 2007............ 327.000 $12.00 327.000 -
Total (1)............. 327,000 $12.00 327,000 -

(1) On November 30, 2007, the Company announced a stock repurchase program under which the Company may
repurchase up to 327,000 shares of its common stock. On December 12, 2007, the Company announced that it
had purchased all of the shares under that program.
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ITEM 6. SELECTED FINANCIAL DATA

At December 31,
2007 2006 2005 2004 2003
{In thousands)

Financial Condition Data:

Total ASSELS ...eecveie v e e, $812,919 $756,985 $781,291  $899,805 $821,118
Cash and cash equivalents...........c........ 31,275 134,441 46,086 43722 32,022
Interest-earning time deposits................. - - 600 3,174 4,392
Securities available-for-sale ................... 296,304 228,432 329,504 330,199 335,388
Loans receivable, net......cveoeeeeeeeeneen. 447,035 355,617 366,393 482,606 414,438
Loans held for sale ......coccoovivivenvinieninens - 1,194 357 - -
DEPOSILS covvrereerrireiireciierireineere e 585,560 596,534 682,307 805,250 723,838
Federal Home Loan Bank advances....... 80,000 30,000 30,000 30,000 30,000
Other borrowed funds.............ccccceeeeee. 20,000 - - - -
Total stockholders’ equity.......coeecererurernt 122,371 125,645 63,521 59,190 62,331

For the Year Ended December 31,
2007 2006 2005 2004 2003
(In thousands)

Operating Data:
[nterest INCOME .......ccocrveererecrcerareeseainneens $41,057  $37,177 $37.601 $37,566 $35,533
[nterest EXPense ....ceeeeererercerersrneverarnens 22,250 20,459 20,697 19,693 20,662
Net interest iNCOME.......cccccerrvvverrvnreenraens 18,807 16,718 16,904 17,873 14,871
Provision {credit) for loan losses............ 425 (5,394) (6,025) 12,282 30
Net interest income after provision

{credit) for loan losses ........cccuvevereneee 18,382 22,112 22,929 5,591 14,841
Noninterest INCOME.....ovvviverveerrverrrrrrsnens 2,696 2,073 1,214 2,279 3,405
Noninterest eXpenses.....covenrerereeneens 18,688 19,867 15,208 11,353 10,958
Income (loss) before income taxes......... 2,390 4318 8,935 (3,483) 7,288
Income tax provision (benefit) ............... 460 684 2,975 (1,595) 2,497
Net income (1085) (1{(2) evevrrereeieeieeenn $1,930  $3,634 " $ 5,960 $ (1,888) 3 4,791
Earnings per share (1)(2)...ccooervvvrvnnee, $0.14 $ 0.14 - - -
1) On September 29, 2006, Fox Chase Bancorp, Inc. completed its initial public offering of common stock.

Earnings per share information for 2006 is only for September 29, 2006 through December 31, 2007 due to
the Bank’s reorganization into the mutual holding company form and the Company’s related initial public
offering. Basic and diluted earnings per share are the same for 2007 and 2006.

2) Net income and the efficiency ratio for 2006 reflect a charge of $1.5 million for the contribution to the Fox
Chase Bank Charitable Foundation done in connection with our initial public offering.

26




At or for the Year Ended December 31,

2007 2006 2005 2004 2003

Performance Ratios:
Return on average assets .....cccocoeeveeenennnn. 0.26% 0.49% 0.71% (0.21)% 0.59%
Return on average equity.....o.eoeveevinrerenennes 1.54 4.59 9.50 (2.82) 7.64
Interest rate spread (1) ..co.ooveeeiecinecinns 1.85 1.90 1.78 1.92 1.61
Net interest margin (2).......cccoooeiriiiienienn. 2.60 2.33 2.05 2.11 1.87
Noninterest expense to average assets....... 248 2.66 1.80 1.29 1.34
Efficiency ratio (3) .o 91.77 105.78 79.70 56.34 59.96
Average interest-eamning assets to

average interest-bearing liabilities.......... 123.69 113.46 109.08 107.69 109.68
Average equity to average assets............... 16.66 10.58 7.44 7.59 7.67
Capital Ratios (4):
Tier 1 capital (to adjusted assets) .............. 12.03 12.49 8.40 6.66 7.54
Tier 1 capital (to risk-weighted assets)...... 21.78 26.79 17.76 12.92 15.76
Total risk-based capital {to nisk-weighted

ASSELS) cvier et 22.54 2762 19.02 14.17 16.29
Asset Quality Ratios;
Nonperforming loans as a percent

of total 10805 ... 0.18 0.90 1.36 0.29 0.32
Allowance for loan losses as a percent of

total 10ans.......occocvinenninneece e 0.75 0.82 222 2.89 0.50

Allowance for loan losses as a percent

of nonperforming loans and aceruing

loans 90 days or more past due ............. 412.21 91.44 163.90 997.99 159.29
Net charge-offs (recoveries) to average

outstanding loans during the period ....... - - - - -

Other Data:
Number of:

Deposit accounts..........c.ocooveeeeeeeecnnas 52,817 55,957 61,349 66,800 65,796
OFfICES ooeeeee e e 11 i1 8 8 7
(D Represents the difference between the weighted average yield on average interest-earning assets and the

weighted average cost of interest-bearing liabilities.
(2) Represents net interest income as a percent of average interest-earning assets.
(3) Represents noninterest expense divided by the sum of net interest income and noninterest income,

excluding gains or losses on the sale of securities, premises and equipment and assets acquired through
foreclosure. For 2006 reflects a charge of $1.5 million for the contribution to the Fox Chase Bank
Charitable Foundation done in connection with our initial public offering.

4) Ratios are for Fox Chase Bank,
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATION

Overview
The following describes various components that affect our results of operations.

Inceme. Our primary source of pre-tax income is net interest income. Net interest income is the difference
between interest income, which is the income that we earn on our loans, securities and interest-eaming deposits at
other banks, and interest expense, which is the interest that we pay on our deposits, Federal Home Loan Bank
borrowings and other collateralized borrowings. To a much lesser extent, we also recognize pre-tax income from
service charges on deposit accounts and loans, from the increase in cash surrender value of our bank-owned life
insurance and from the sale of loans, securities and other assets, as applicable,

Provision for Loan Losses. The allowance for loan losses is maintained at a level representing
management’s best estimate of known and inherent losses in the loan portfolio, based upon management’s
evaluation of the portfolio’s collectibility. The allowance is established through the provision for loan losses, which
is charged against income. Charge-offs, if any, are charged to the allowance. Subsequent recoveries, if any, are
credited to the allowance. Management estimates the allowance balance required using loss experience in particular
segments of the portfolio, trends and absolute levels of classified and criticized loans, trends and absolute levels in
delinquent loans, trends in risk ratings, trends in industry charge-offs by particular segments and changes in existing
general economic and business conditions affecting our lending areas and the national economy. Allocation of the
allowance may be made for specific loans, but the entire allowance is available for any loan that, in management’s
judgment, should be charged off.

Expenses. The noninterest expenses we incur in operating our business consist of salaries, benefits and
other compensation expenses, occupancy and equipment expenses, data processing costs, professional fees,
marketing expenses, Federal Deposit Insurance Corporation premiums and various other miscellaneous expenses.

Salaries, benefits and other compensation consists primarily of salaries and wages paid to our employees,
payroll taxes, expenses for health insurance, retirement plans, director and committee fees and other employee
benefits, including employer 401(k) plan contributions, employee stock ownership plan allocations and equity
incentive awards, such as stock options and shares of restricted stock. Our equity incentive plan was approved by
stockholders and implemented in 2007.

Occupancy expenses, which are the fixed and variable costs of buildings such as depreciation charges,
maintenance, real estate taxes and costs of utilities. Depreciation of premises is computed using the straight-line
method based on the useful lives of the related assets, which range from ten to 39 years for buildings and premises.
Leasehold improvements are amortized over the shorter of the useful life of the asset or the term of the lease.

Furniture and equipment expenses, which are the fixed and variable costs of furniture and equipment,
consist primarily of depreciation charges, furniture and equipment expenses and maintenance. Depreciation of
equipment is computed using the straight-line method based on the useful lives of the related assets, which range
from three to seven years for furniture, fixtures and equipment.

Data processing costs include fees paid to our third-party data processing service and ATM expense.

Professional fees include fees paid to our independent auditors, our attorneys and consultants who assisted
with implementation of Sarbanes-Oxley controls and procedures in 2007 and to other professionals that we used to
assist us with our interest rate risk management, reviews of our loan pertfolio and costs associated with being a

public company.

Marketing expenses include expenses for advertisements, promotions and premium items and public
relations expenses.

Federal Deposit Insurance Corporation premiums are payments we make to the Federal Deposit Insurance
Corporation for insurance of our deposit accounts,
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Other expenses include expenses for supplies, telephone and postage, contributions and donations,
regulatory assessments, insurance premiums and other fees and expenses.

Operating Strategy

Operating Strategy from 2003 to 2005, Historically, we originated primarily one- to four-family
residential real estate loans, which were generally funded by higher-priced term maturity deposits. In 2003, then-
current management determined to emphasize multi-family and commercial real estate lending and construction
lending, primarily in the southern New Jersey shore area where it had opened branch offices. This initiative led to a
significant increase in loans from $414.4 million at December 31, 2003 to $482.6 million at December 31, 2004,
Also, we continued to offer higher rates on our deposits to fund the loan growth. As a result, deposits increased from
$723.8 million at December 31, 2003 to $805.3 million at December 31, 2004. However, when these loans were
originated, they were not properly underwritten. Also, loan settlements were not typically attended by anyone
representing us. As a result, there were instances where the requirements of the loan commitment, including
additional required collateral, were not obtained. Further, construction loan disbursements were made without
adequate controls. Additionally, the former management of Fox Chase Bank failed to adopt a risk rating system and
update its allowance for loan losses policy to account for the new types of loans that were being originated. Further,
management failed to properly review and classify the new types of loans. This type of lending and the absence of
adequate underwriting, credit and collection policies and internal controls contributed to the issuance by the Office
of Thrift Supervision of a Cease and Desist Order on June 6, 2005. Additionally, it caused criticized and classified
assets to increase from $775,000 at December 31, 2003 to $90.7 million at December 31, 2004. While Fox Chase
Bank did not incur any losses on these loans during the same period, it did record a $12.3 million provision for loan
losses in 2004, which contributed to a net loss of $1.9 million in 2004.

Operating Strategy During Pendency of Cease and Desist Order. On June 6, 2005, we consented to the
issuance of an Order to Cease and Desist by the Office of Thrift Supervision. In addition to citing numerous
violations, the Cease and Desist Order required us to discontinue a number of practices, and specifically ordered us
to take certain actions. We were ordered to:

« discontinue originating certain types of loans;

*  restrict our asset growth to an amount not to exceed net interest credited on deposit liabilities;

+  hire a new chief executive officer;

+  improve our board’s oversight over lending and risk exposure, including assessing our capital position and
exposure to higher-risk loans;

«  develop a new business plan with the goal to transition our operations into activities that (1) entail less risk;
(2) provide more stable and sustainable sources of core income; and (3) are supported by capital level
commensurate with the risks of our operations and composition of our balance sheet;

+  improve our loan underwriting and appraisal policies, loans-to-one borrower compliance and internal asset
review procedures;

« enhance our credit administration, board management and governance; and

« review and analyze our loan portfolio and, as appropriate, review our allowance for loan losses.

Following the issuance of the Cease and Desist Order, most of our senior management and Board of
Directors were replaced. The new management team and board launched initiatives to collect loans at the New
Jersey shore area, gather sufficient borrower information to properly document existing loans when possible, assign
proper risk grades to loans following newly implemented credit risk assessment policies, establish and maintain well
documented estimates for the allowance for loan losses, and establish appropriate underwriting, credit
administration, and prudent credit risk management policies and procedures. As a result of these actions and
continued favorable economic conditions, criticized and classified assets were reduced from $90.7 million at
December 31, 2004 to $2.2 million at December 31, 2007. As a result of these actions and the reduction in criticized
and classified assets, the allowance for loan losses was reduced, which resulted in the $6.0 million and $5.4 million
credit to the provision for loan losses during 2005 and 2006, respectively.

Additionally, initiatives were undertaken to strengthen the system of internal controls, improve policies and
procedures and upgrade the quality and experience of management in all areas of the Company. Also, to comply
with the Order, we improved our Board’s oversight over lending and risk exposure, developed a new business plan,
improved our loan underwriting and appraisal policies, loans-to-one borrower compliance and internal asset review
procedures, enhanced our credit administration and Board management and governance. In addition, we reviewed
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and analyzed our loan portfolic and, as appropriate, reviewed our allowance for loan losses. As a result of these
efforts, effective June 28, 2006, the Order to Cease and Desist was terminated.

As a result of the Cease and Desist Order and the prohibition on growing our asset size and specifically
from originating various types of loans and from loan sales of one to- four-family residential loans, which was done
to manage interest rate risk, our loan portfolio and asset size decreased. As a result, our funding needs decreased, so
we offered lower rates on our longer-term money market accounts and certificates of deposit to shorten the duration
of our liabilities and decrease our deposits.

Current Operating Strategy. The new management and board reassessed our strategic direction and our
opportunities for profitability. The determination was made to capitalize on our 140-year tradition of strong
personalized customer service, which we believe distinguishes us from the large regional banks that operate in our
market arca. At the same time, the decision was made to differentiate ourselves from many small community banks
in our market by leveraging the strong commercial and business expertise of our new management team and
focusing on businesses in our market area. Further, we believe that our capital, which was significantly increased
through the stock offering, allows us to make loans of a size not permitted by many of the de novo financial
institutions in our market area, who are restrained by smaller capital levels and smaller loans to one borrower limits.
Thus, as discussed in more detail below, we intend to continue to expand our product offerings, diversify our
lending operations and expand our footprint and market presence in the metropolitan Philadelphia area and in the
southern New Jersey shore area in an atternpt to increase assets, while maintaining sound asset quality and
enhancing profitability.

Historically, we attempted to be the market leader in rates on longer-term money market accounts and
certificates of deposit. However, in 2005, the new management, in connection with the planned reductions in the
levels of assets, offered lower deposit rates as it attempted to allow longer-term money market accounts and
certificates of deposit to decrease, thereby shortening the duration of liabilities. While deposit rates were raised to be
competitive in the market since late 2005, deposits have continued to decrease. Deposits were $585.6 million at
December 31, 2007 compared to $596.5 million at December 31, 2006. We believe that branch expansion and our
emphasis on building transaction accounts, both more fully described below, will increase deposits. However, the
considerable competition for deposits in our market will also make it more difficult for us to obtain reasonably
priced deposits. To the extent that our retail funding sources do not provide for adequate funding, we will rely more
heavily on wholesale funding in addition to retail funds to leverage the balance sheet and accelerate growth.

Qur mission 15 to become the leading relationship-based business and consumer bank in our market areas
by delivering financial products and services tailored to our clients’ needs. We plan to continue our strategy of:

* pursuing opportunities to increase commercial lending in our primary market area;

+ building profitable business and consumer relationships with an emphasis on growing transaction deposit
accounts and deposit balances;

* increasing income by expanding our product offerings and continuing te emphasize customer service; and
+ expanding our footprint and market presence through opening additional branch offices.
Pursuing opportunities te increase commercial lending in our primary market area

At December 31, 2007, $109.6 million, or 24.3%, of our loan portfolio consisted of multi-family and
commercial real estate loans and commercial business loans. We intend to emphasize these types of lending and in
2006 hired a highly experienced team of commercial lending and commercial credit and risk management
professionals to accelerate this initiative. We may hire additional commercial lenders and cash management
professionals in the future to increase this type of lending. Loans secured by multi-family and commercial real
estate and business assets are generally larger and involve a greater degree of risk than one-to four-family residential
mortgage loans. Consequently, multi-family and commercial real estate and commercial business loans typically
have higher yields, which increase our net interest margin and net interest spread. In addition, these loans are
beneficial for interest rate risk management because they typically have shorter terms and adjustable interest rates,
There are many multi-family and commercial real estate properties and commercial businesses located in our market
area, and with the additional capital raised in the offering we may pursue the larger lending relationships associated
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with these opportunities, while continuing to originate any such loans in accordance with what we believe are our
conservative underwriting guidelines.

Commercial lending generally exposes a lender to greater risk of non-payment and loss than one- to four-
family residential mortgage loans. To mitigate against the potential for this loss, in the past year, we have added
significant commercial credit expertise through the hiring of our chief credit officer, chief administrative officer,
chief lending officer and a credit risk manager. Additionally, we have created and revamped where necessary, our
commercial lending credit-related policies and procedures. For a discussion of the risks related to our commercial
loan portfolio, see Item 1, “Business—Loan Underwriting Risks.”

Building profitable business and consumer relationships with an emphasis on growing transaction
deposit accounts and deposit balances

We believe a solid banking relationship is best expressed in the form of the primary transaction account.
For consumers, this is the household checking account from which they pay their bills. For businesses, it is one or
more operating accounts and related cash management services. The primary transaction account is distinguished
from other financial services in that it has no maturity or payoff. We intend to focus our resources on growing
profitable business and consumer relationships built upon the primary transaction account. This is becoming
increasingly difficult. More competitors recognize the value of the primary consumer and business transaction
account and more automated payment links in the form of direct debits and direct deposits make it increasingly
inconvenient to switch from one bank to another. Yet there remain opportunities to attract clients through
exceptional service and convenience.

There are many factors that affect the profitability of client relationships, some of which are beyond our
control. We use a number of business disciplines to promote profitable relationships that include who we target to
become clients, how we price our products and services, how we underwrite and administer loans, how we identify,
measure, monitor and manage risk, how we deploy our capital and how we manage and contro! costs. These
measures combine to promete profitable relationships.

Increasing income by expanding our product offerings and continuing to emphasize customer service

We are striving to become a full-service financial services company offering our customers a broad range
of loan and deposit products. On the lending side, we have a broad offering of commercial loan preducts, including
unsecured lines of credit, letters of credit, commercial mortgage loans, revolving credit facilities and commercial
construction toans. On the deposit side, we expanded our deposit products and services, including offering on-line
bill payment and a suite of cash management products and custodial services.

Expanding our footprint and market presence through opening additional branch offices

In 2006, we opened a new office in Marmora, New Jersey. In addition, we opened loan production offices
(with deposit authority) in Exton and Media, Pennsylvania during 2006. The Exton loan production office was
consolidated into our West Chester, Pennsylvania branch office when that office opened in September 2007.
Additionally, we are considering building a branch office on land we own in Absecon, New Jersey. We also will
consider expansion in and around our current market area in future years, whether through de novo branching or
acquisition. However, we have not entered into any binding commitments regarding such expansion plans. The new
branches have been, and are expected to continue to be, funded by cash generated by our business. Consequently,
we do not expect to borrow funds for these expansion projects.

Critical Accounting Policies

We consider accounting policies involving significant judgments and assumptions by management that
have, or could have, a material impact on the carrying value of certain assets or on income to be critical accounting
policies. We consider the following to be our critical accounting policies: allowance for loan losses, deferred income
taxes and other-than-temporary impairment of securities,

Allowance for Loan Losses. The allowance for loan losses is maintained at a level representing
management’s best estimate of known and inherent losses in the loan portfolio, based on management’s evaluation
of the portfolio’s collectibility. The allowance is established through the provision for loan losses, which is charged
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against income. Determining the amount of the allowance for loan losses necessarily involves a high degree of -
Jjudgment. Among the material estimates required to establish the allowance are: loss exposure at default; the amount
and timing of future cash flows on impacted loans; value of collateral; and determination of loss factors to be
applied to the various elements of the portfolio. All of these estimates are susceptible to significant change.
Management reviews the level of the allowance on a quarterly basis and establishes the provision for loan losses
based upon an evaluation of the portfolio, loss experience in particular segments of the portfolio, trends and absolute
levels of classified and criticized loans, trends and absolute levels in delinquent loans, trends in risk ratings, trends in
industry charge-offs by particular segments and changes in existing general economic and business conditions
affecting our lending areas and the national economy. Although we believe that we use the best information
available to establish the allowance for loan losses, future adjustments to the allowance may be necessary if
economic conditions differ substantially from the assumptions used in making the evaluation. In additien, the Office
of Thrift Supervision, as an integral part of its examination process, periodically reviews our allowance for loan
losses. Such agency may require us to recognize adjustments to the allowance based on its judgments about
information available to it at the time of its examination. A large loss could deplete the allowance and require
increased provisions to replenish the allowance, which would negatively affect earnings. For additional discussion,
see “—Risk Management—Analysis and Determination of the Allowance for Loan Losses " below and note 1 of the
notes to the consolidated financial statements included in this annual report,

Deferred Income Taxes. We use the asset and liability method of accounting for income taxes as
prescribed in Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes.” Under this
method, deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. If
current available information raises doubt as to the realization of the deferred tax assets, a valuation allowance is
established. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. We exercise
significant judgment in evaluating the amount and timing of recognition of the resulting tax liabilities and assets.
These judgments require us to make projections of future taxable income, The judgments and estimates we make in
determining our deferred tax assets, which are inherently subjective, are reviewed on a continual basis as regulatory
and business factors change. Any reduction in estimated future taxable income may require us to record a valuation
allowance against our deferred tax assets. Specifically, the Company had a charitable contribution carryover of
$1,422,000 as of December 31, 2007, resulting in a deferred tax asset of $483,000. Utilization of this carryover is
limited to 10% of taxable income on an annual basis. Such carryover will expire on December 31, 2011, if not
utilized. If the Company is unable to generate sufficient taxable income to utilize this carryover it may require us to
record a valuation allowance against this deferred tax asset. Any valuation allowance would result in additional
income tax expense in the period, which weuld negatively affect camings.

Other-Than-Temporary Impairment of Securities, Statement of Financial Accounting Standards No. 115,
“Accounting for Certain Investments in Debt and Equity Securities,” and FASB Staff Position FAS 115-1 and 124-1
“The Meaning of Other Than Temporary Impairment and Its Application to Certain Investments,” require
companies to perform periodic reviews of individual securities in their investment portfolios to determine whether a
decline in the value of a security is other than temporary. A review of other-than-temporary impairment requires
companies to make certain judgments regarding the nature of the decline, its effect on the financial statements and
the probability, extent and timing of a valuation recovery and the company’s intent and ability to hold the security.
Pursuant to these requirements, we assess valuation declines to determine the extent to which such changes are
attributable to (1) fundamental factors specific to the issuer, such as financial condition, business prospects or other
factors, or (2) market-related factors, such as interest rates or equity market declines, If the decline in the market
value of a security is determined to be other than temporary, we reduce the book value of such security to its current
market value, recognizing the decline as a realized loss on the income statement.

Balance Sheet Analysis

Leoans. During 2007, we originated one-to four-family residential loans, multi-family and commercial real
estate loans, construction loans, commercial loans and consumer loans.

The largest segment of our loan portfolio is one- to four-family residential loans. At December 31, 2007,
these loans totaled $215.8 million, or 47.9% of total loans, compared to $209.5 millicn, or 58.3% of total loans, at
December 31, 2006. At December 31, 20035, these loans totaled $228.5 million, or 60.9% of total loans. The
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increase of $6.3 million, or 3.0%, in 2007 was primarily a result of the Company’s decision to stop selling such
loans beginning in the second quarter of 2007. The decrease in 2006 reflected the sale of $20.9 million in longer-
term fixed- rate one-to four-family residential loans in the secondary market, to manage interest rate risk.

Multi-family and commercial real estate loans and commercial business loans totaled $109.6 million and
represented 24.3% of total loans at December 31, 2007 compared to $52.9 million, or 14.7% of total loans, at
December 31, 2006. These loans totaled $33.1 million, or 8.8% of total loans, at December 31, 2005. The increases
reflect the success of the new team of commercial lenders that were hired during 2006 and the opening of new
offices in 2006 and 2007. As a result of the new commercial lending team hired in 2006, the Bank expects to
continue to increase these loan portfolios in the future.

Construction loans totaled $46.5 million, or 10.3% of tota] loans, at December 31, 2007 compared to $11.6
million, or 3.2% of total loans, at December 31, 2006. These loans totaled $31.0 million, or 8.3% of total loans, at
December 31, 2005, The increase in 2007 reflects the hiring of a new team of acquisition, development and
construction lenders during 2006.

Consumer loans totaled $78.7 million, or 17.5% of total loans, at December 31, 2007 compared to $85.1
million, or 23.8% of total loans, at December 31, 2006. These loans totaled $82.7 million, or 22.0% of total loans, at
December 31, 2005, The decrease of $6.4 million during 2007 was primarily a result of the Bank reducing its
promotional efforts surrounding consumer loans in 2007 to focus on its commercial loan portfolio. Growth in 2006
was due to the promotion of a fixed-rate home equity loan product, offset by reductions in variable-rate home equity
lines of credit,
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Loan Maturity

The following tables set forth certain information at December 31, 2007 regarding scheduled contractual
maturities during the periods indicated. The tables do not include any estimate of prepayments which significantly
shorten the average life of all loans and may cause our actual repayment experience to differ from that shown below.
Demand loans having no stated schedule of repayments and no stated maturity are reported as due in one year or
less. The amounts shown below exclude deferred loan fees.

At December 31, 2007
Multi-family
One-to and
Four- Commercial
Family Real Estate Construction Consumer Commercial  Total
Loans Loans Loans Loans Loans Loans
(In thousands)
Amounts due in:
One year or less ....ccocovcecevcvncnneee. $ 364 § 10,395 $ 37,480 $ 1,052 § 10,393 $ 59,684
More than one year to two years ... 480 300 8,991 1,425 207 11,403
More than two years to three years 164 180 - 4,195 936 5,475
More than three years to five years 1,519 10,526 - 7,842 10,215 50,102
More than five years to ten years... 24,544 9,640 - 18,235 11,605 64,024
More than ten years to fifteen
FEALS c.vevvervrerrereerrsneressnnsarconsreees 63,448 8,992 - 33,210 - 105,650
More than fifteen years.................. 125,298 16,254 - 12,785 - 154,337
(¥ | $ 215817 $ 76,287 $ 46471 $ 78,744 $ 33,356 $ 450,675

The following table sets forth the dollar amount of all scheduled maturities of loans at December 31, 2007
that are due after December 31, 2008 and have either fixed interest rates or adjustable interest rates. The amounts
shown below exclude uncamed interest on consumer loans and deferred loan fees.

Floating or
Fixed Rates Adjustable Rates Total
(In thousands)

Real estate loans:

One- to four-family...................... $ 192,672 $ 22,781 $ 215,453
Multi-family and commercial....... 58,823 7,069 65,892
COonStruCion .....ccvvvveeeieeniveeninenns 8,991 - 8,991
Consumer 1oans .........cccoeeeeveecieenenns 68,193 9,499 77,692
Commercial loans .........cccecvvevvencn 22,862 101 22,963
J 017:1 PO $ 351,541 $ 39,450 $ 390,991
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Secarities. Our securities portfolio consists primarily of state and municipal securities, U.S. government
agency bonds and mortgage-related securities. Securities increased $67.9 million, or 29.7%, in the year ended
December 31, 2007 primarily as a result of the Bank purchasing $188.0 million in securities throughout the year.
Such purchases, which were part of our leverage strategy, were primarily comprised of purchases of mortgage-
related securities totaling $91.7 million and purchases of state and political subdivisions totaling $81.1 million.
These purchases were offset by maturities, calls and principal repayments of $86.1 million and the sale of $36.3
million in available-for-sale securities during 2007. In 2006, our securities decreased $101.0 million primarily due
to maturities, calls and principal repayments of $145.5 million and the sale of a $17.2 million investment in a mutual
fund, offset by purchases of $60.3 million. The 2006 purchases consisted of government agency bonds, mortgage-
related securities and municipal bonds with an average duration of 3.25 years. We recorded a $394,000 loss on the
mutual fund during 2005 upon our determination that the mutual fund was other-than-temporarily impaired. We
recorded an additional loss of $17,000 on the date of sale in March 2006,

The following table sets forth the amortized cost and fair values of our securities portfolio at the dates
indicated. All of our securities were classified as available-for-sale at the dates indicated.

At December 31,
2007 2006 2005
Amortized Fair Amortized Fair Amortized  Fair
Cost Value Cost Value Cost Value

(In thousands}
Obligations of U.S, government agencies § 10,000 $i0,016 § 42344 $41,878 $ 99,602 § 98,308

State and political subdivisions ............... 81,019 81,143 24,126 24,219 18,863 18,808
Mortgage-related securities ............co...ee. 204,362 205,145 159,369 158,320 189,698 187,721
Corporate debt securities ..........cocvvereenens - - 4,017 4.015 7,926 7,603
Mutual funds.....coooeeeeeeeeecere e - - - - 17,064 17,064

Total.oceicieicecieieeeeeeeeeeeeeseeeeee.. 3 295,381 $296,304 $ 229 856 $228,432 $333,153 $329,504

At December 31, 2007, obligations of U.8. government agencies include investments in debt of the FHLB
and are not backed by the full faith and credit of the U.S. govermment.

At December 31, 2007, we had no investments in a single company or entity (other than state or U.S.
Government-sponsored entity securities) that had an aggregate book value in excess of 10% of our equity at
December 31, 2007.

At December 31, 2007, investments in state and political subdivisions included $60.0 million of
Pennsylvania Higher Education Assistance auction rate bonds. These bonds are subject to a new auction every 28
days, had a weighted average rate of 6.28% at December 31, 2007, have a 40 year life and a contractual maturity of
2046 and 2047.
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Deposits. Our primary source of funds is our deposit accounts, which are comprised of noninterest-bearing
demand accounts, interest-bearing NOW accounts, money market accounts, savings accounts and certificates of
deposit. These deposits are provided primarily by individuals and business within our market areas. Deposits
decreased $11.0 million, or 1.8%, for the year ended December 31, 2007 primarily as a result of decreases in NOW
accounts of $11.4 million, savings accounts of $10.3 million and certificates of deposit of $12.1 million, offset by an
increase in money market accounts of $20.8 million and noninterest-bearing demand accounts of $2.0 million. The
increase in money market accounts and the decrease in NOW accounts was a result of a successful promotion of the
Bank’s money market tiered-rate product, which resulted in a certain level of NOW accounts being transferred to
money market accounts. The increase in noninterest-bearing demand accounts was a result of continued efforts to
increase commercial deposit relationships. The reduction in savings accounts and certificates of deposit were
primarily a result of the highly competitive deposit market in which the Bank operates which, when combined with
the flat yield curve for the majority of 2008, has created a difficult climate for gathering deposits in a cost effective
manner,

During 2006, our deposits decreased by $85.8 million, or 12.6%, primarily as a result of decreases in NOW
accounts, certificates of deposit and savings accounts. In each case, the decrease was due to the high level of
competition and the nature of the single-relationship we have with our depositors. Additionally, the decrease in
NOW accounts was also attributable to the decrease in construction loans. We require that our construction loan
borrowers maintain a compensating balance, in the form of a NOW account, with us. As these loans were paid off
or refinanced at other institutions the borrowers withdrew their compensating balance.

The following table sets forth the balances of our deposit products at the dates indicated.

At December 31,
2007 2006 2005
(In thousands)

Noninterest-bearing demand

ACCOUNLS ..oevrrrrinrrariesseessmmnininenseinins $ 43,462 $ 41,429 $ 37,876
NOW accounts .......coceeimicniicnicneencns 39,299 50,717 87,072
Money market accounts ... 50,568 29,770 27,975
Savings accounts ... 54,019 64,338 80,098
Certificates of deposit ..o e 398,212 410,280 449,286

Total .o $585,560 $596,534 $682,307

The following table indicates the amount of jumbo certificates of deposit by time remaining until maturity
at December 31, 2007. Jumbo certificates of depesit require minimum deposits of $100,000. We did not have any
brokered deposits as of December 31, 2007.

Jumbo
Certificates

Maturity Period at December 31, 2007 of Deposits
(In thousands)

Three months or 1€$s.......ccvvvvveevrcneernee $ 12,387
Over three through six months.............. 12,155
Over six through twelve months........... 15,237
Over twelve months ..........ccoeevveivvenne, 37,485

Total.o $ 77,264
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The following table sets forth the time deposits classified by rates at the dates indicated.

0.00 - 1.00% ..oeeeeeveeeeenne
1.O1 = 2.00% oo
201 =3.00% .o
3.01-4.00% ..oooviceenne
4.01 =5.00% ..coevvrimnnnn.
501 —6.00% ..oooveeccenee
6.01 —greater.............c......

Total .o

Year Ended December 31,
2007 2006 2005
(In thousands)

- $ - $ -
- - 77
136 8,028 144,197
83,262 160,416 210,739
235,086 176,206 57,573
62,478 45,852 16,332
17,250 19,778 20,368
$398,212 $410,280 3445286

The following table sets forth the amount and maturities of time deposits classified by rates at December

31, 2007.
Amount Due
Percent of
More Than More Than Total Time
Less Than One Yearto Two Yearste More Than Deposit
One Year Two Years Three Years Three Years Total Accounts
(Dollars in thousands)
0.00-1.00% ......c.e.... b - $ - $ - 3 - 3 - -%
1.01 — 2.00%......cceuen.. - - - - - -
2.01 - 3.00%........c....... 61 - - 75 136 -
3.01 -4.00%................ 54,356 19,736 5,943 3,227 83,262 20.9
4.01 - 5.00%................ 166,207 46,458 6,699 15,722 235,086 59.1
501 - 6.00%......ccevvnee 22,548 14,054 6,931 18,945 62,478 15.7
6.01 — greater............... 847 5,339 11,064 - 17,250 4.3
Total .ovrieiiee $ 244,019 $ 85,587 $ 30,637 $ 37969 § 398,212 100.0%

The following table sets forth time deposit activity for the periods indicated.

Beginning balance ..............

Year Ended December 31,

2007 2006 2005

(In thousands)

Decrease before interest credited .............

Interest credited...................
Net decrease in time deposits
Ending balance.....................

$410,280 $449,286 $506,783
(30,172) (55,740) (73,870)
18,104 16,734 16,373
(12,068) (39,006) (57,497)
$393,212 $410,280 $449,286
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Borrowings. We utilize borrowings from the Federal Home Loan Bank of Pittsburgh and one other large
commercial bank to supplement our supply of funds for loans and investments. The $30.0 millien of Federal Home
Loan Bank advances outstanding at December 31, 2006 and 2005 were borrowed in 2001. During the fourth quarter
of 2007, as the yield curve steepened, we implemented a $50.0 million leverage strategy, which was funded by
$30.0 million in Federal Home Loan Bank advances and $20.0 million of collateralized borrowings from a large
commercial bank. Finally, we borrowed an additional $20.0 million from the FHLB during the fourth quarter of
2007 to take advantage of the decrease in cost of funds in the wholesale funding market.

Year Ended December 31,
2007 2006 2005
(Dollars in thousands)

Maximum amount of advances outstanding at

any menth end during the period...........cccceevnnen. $100,000 $30,000 $30,000
Average advances outstanding during the period.. 36,644 30,000 30,000
Weighted average interest rate during the period.. 4.64% 4.88% 4.88%
Balance outstanding at end of period ................... $100,000 $30,000 $30,000
Weighted average interest rate at end of peried ... 3.87% 4.88% 4.88%

Results of Operations for the Years Ended December 31, 2007, 2006 and 2005

Overview.
Years Ended December 31,
2007 2006 2005
(Dollars in thousands)
Net iNCOME ...vvveiieceeeere e $1,930 $3,634 $5,960
Return on average assets................... 0.26% 0.49% 0.71%
Return on average equity................... 1.54 4.59 9.50
Average equity to average assets....... 16.66 10.58 7.44

2007 vs. 2006. Net income decreased $1.7 million for 2007 compared to 2006. The 2007 results included
a gain on the sale of the Bank’s operations center of $577,000, net of taxes. The 2006 earnings included a credit to
the provision for loan losses of $5.4 million and a $1.5 million contribution to the Fox Chase Bank Charitable
Foundation. These two items, net of taxes, increased eamnings by approximately $2.6 mitlion during 2006,

2006 vs. 2005. Net income decreased $2.3 million for 2006 compared to 2005 primarily due to an increase
in noninterest expense of $4.7 million, primarily driven by a $1.8 million increase in salaries, benefits and other
compensation as well as a $1.5 million contribution to the Fox Chase Charitable Foundation, offset by an increase in
noninterest income and decrease in income tax expense.

Net Interest Income.

2007 vs, 2006, Net interest income increased $2.1 million, or 12.5%, for 2007. The net interest margin
was 2.60% for 2007 compared to 2.33% for 2006. The improvements in net interest income and the net interest
margin in 2007 reflect the Bank’s increase in higher-yielding commercial, cornmercial real estate and construction
loans funded with the proceeds from liquidating lower-yielding securities, an increase in the volume of loans and
interest-earning demand deposits generated by the proceeds received in the Company’s initial public offering and an
increase in noninterest-bearing deposits. Offsetting these improvements were higher costs associated with retail
certificates of deposit and money market accounts during 2007 due primarily to strong retail deposit pricing
competition,
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Total interest income increased $3.9 million, or 10.4%, to $41.1 miltion for 2007, due to a $3.6 million
increase in interest and fees on loans, an increase of $1.6 million in other interest income, offset by a decrease of
$1.4 million in interest and dividend income on investment securities.

Total interest expense increased $1.8 million, or 8.8%, to $22.3 million for 2007, due primarily to a §1.6
miilion increase in interest expense on deposits. The increased deposits expense was due to an increase in the
average rate paid on deposits of 60 basis points, resulting in a $2.9 million increase in interest expense, offset by a
reduction of interest expense on deposits of $1.4 million due to a $52.9 million decrease in the average balance of
deposits. Interest expense on Federal Home Loan Bank advances increased $157,000 as a result of the additional
advances associated with the Company’s $50.0 million leverage strategy executed in the fourth quarter of 2007.

2006 vs, 2005. Net interest income decreased by $186,000, or 1.1%, to $16.7 million in 2006. Total
interest income decreased $424,000, or 1.1%, to $37.2 million for 2006, due to a decrease of $4.0 million in interest
and fees on loans, offset by a $2.4 million increase in interest income on morigage-related securities and a $1.2
miilion increase in other interest income. The increase in other interest income was primarily the result of the
proceeds from the Company’s stock offering being invested in short-term overnight deposits. Interest income on
loans decreased $4.0 million, or 15.5%, to $21.7 million between the periods due to a decrease of $95.7 million in
the average outstanding balance of loans, offset by a 40 basis point increase in the average yield due primarily to
higher market interest rates. Interest and dividend income on securities and overnight investments increased $3.6
million, or 29.9% to $12.9 million between the periods primarily due to a 128 basis point increase in the yield on
mortgage-related securities and the investment of the proceeds from the Bank’s conversion to a public entity.

Total interest expense decreased $238,000, or 1.1%, to $20.5 million for 2006, due primarily toa $117.2
million decrease in the average balance of deposits which resulted in a reduction of interest expense of $2.7 million,
offset by an increase in the average rate paid on deposits of 49 basis points, resulting in a $2.5 million increase in
interest expense.
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Average Balances and Yields. The following table presents information regarding average balances of
assets and liabilities, the total dollar amounts of interest income and dividends from average interest-earning assets,
the total dollar amounts of interest expense on average interest-bearing liabilities, and the resulting annualized
average yields and costs. The yields and costs for the periods indicated are derived by dividing income or expense
by the average balances of assets or liabilities, respectively, for the periods presented. For purpeses of this table,
average balances have been calculated using month-end balances, and nonaccrual loans are included in average
balances. Management does not believe that the use of month-end balances instead of daily average balances has
caused any material differences in the information presented. Loan fees are included in interest income on loans and
are insignificant. Yields are not presented on a tax-equivalent basis. Any adjustments necessary to present yields on

a tax-equivalent basis are insignificant.
Years Ended December 31,

2007 1006 2005
Interest Interest Interest
Average and Yield/ Average and Yield/ Average and Yield/
Balance Dividends Cost Balance  Dividends Cost Balance Dividends Cost

{Dollars in thousands)

Assets:
Interest-eaming assets:
Interest-carning demand deposits .............. § 81,864 § 4,167 509% § 49,182 § 2,573 523% § 43,973 $ 1,549 3.53%

Money market funds .......cccceennenn. 806 40 496 - - - - - -
Mortgage-related securities. 147,978 7,329 495 184,558 8,035 4.35 183,931 5,641 3.07
Taxable securities............ . 61,530 3,236 5.26 100,271 3,893 388 120,732 3,935 326
Nontaxable securiies ............cooecrirerirninns 24,023 924 385 23,427 934 3.99 20,298 754 KNS
Loans:
Residential loans .........ccecocevevvivenene. 208,828 11,791 5.65 218,397 12,134 5.56 255,958 14,781 577
Commercial loans . 113,822 8,800 7.63 56,863 4,808 8.34 121,208 6,860 5,58
Consumer loans. .. Bl467 4,770 5.86 84,704 4,800 5.67 78,545 4,081 5.20
Total loans.........cces . 404,117 25,361 6.25 359,964 21,742 6.04 455,711 25722 5.64
Allowance for loan losses .. (3,056) - - (7,057) " - {13,849) - -
Net 1oans. ..o ceecrcrcncercerrcrcneienneenee 401,061 25,361 - 352,907 21,742 - 441,862 25,722 -
Total interest-eamning assets ....ovvvvsnn 117,262 41,057 5.68 710,345 37,177 517 810,796 37,601 4.56
Noninterest-eaming assets .....coereeremercres 36,172 37,461 30,765
Total ASSELS oo $753,434 $747,806 $841,561
Liabtlities and equity:
Interest-bearing liabilities:
NOW and money market deposit
ACCOUNES....cecvmemseemcesiiassrararssarasararassrenss $81,943 1,997 244 $90,129 1,683 1.87 $137,370 2,091 1.52
Savings accounts ......... 59,160 424 0.72 75,212 557 0.74 88,501 748 0.85
Certificates of deposit ......ccoveiriicinriiiranns 402,120 18,105 4.50 430,736 16,734 3.88 487,401 16,373 1.36
Total interest-bearing deposits ........... 543,223 20,526 378 596,077 18,974 318 713,272 19,212 2.69
FHLB advances.......o.ecceccmvcereneseesesenens 34422 1,642 4.70 30,000 1,485 4.88 30,000 1,485 4.88
Other borrowed funds ......ccococeevenirieenenee 2,222 82 3.62 - - - - - -
Total borrowings 36,644 1,724 4.64 30,000 1,845 4.88 30,000 1,485 4.88
Total interest-bearing liabilities............ 579,867 22,250 3.83 626,077 20,459 3.27 743,272 20,697 2.78
Noninterest-bearing deposits ... 43,036 36,245 33,054
Other noninterest-bearing liabilities . . 4,983 6,342 2,507
Total liabilities ........ccocvvevvevecrecrsns 627,886 668,664 778,833
Retained eamings.......oovvinieiaminmninnen 126,257 80,183 64,565
Accumulated comprehensive loss............, (709) (1,041} (1,837)
Total €QUILY .o veeirecrircrirersisararsrismenen. 3125,548 $79,142 3 62,728
Total liabilities and equity .......ococrerernn.. $753,434 $747,806 $841,561
Net interest iNCOME .......coouevreieerrnraceerneees $18,807 $16,718 $16,904
[nterest rate spread.. 1.85% 1.90% 1.78%
Net interest margin.. 2.60% 2.33% 2.05%

Average interest-earning assets to
average interest-bearing liabilities.......... 123.69% 113.46% 109.08%
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Rate/Volume Analysis. The following table sets forth the effects of changing rates and volumes on our net
interest income. The rate column shows the effects attributable to changes in rate (changes in rate multiplied by
current volume). The volume column shows the effects attributable to changes in volume (changes in volume
multiplied by prior rate). The net column represents the sum of the prior columns. For purposes of this table,
changes attributable to changes in both rate and volume that cannot be segregated have been allocated proportionally

based on the changes due to rate and the changes due to volume.

Year Ended Year Ended

December 31, 2007 December 31, 2006
Compared to Compared to
Year Ended December 31, 2006 Year Ended December 31, 2005
Increase (Decrease) Increase (Decrease)
Due to Due to
Rate Yolume Net Rate Volume Net
(In Thousands)
Interest and dividend income:
Interest-earning demand deposits.......... £ (1) $ 1,710 $ 1,594 $ 839 $ 185 $ 1,024
Loans;
Residential [0ans.........ccocoveevveeiveeareeeeenns 189 (532) (343) (478) (2,169) (2,647)
Commercial [0ans............cccoeivevecvrenens (824) 4,816 3,992 1,589 (3,642) (2,053)
Consumer 10ans .....ccccecovvveeeisiesisceennens 153 {183) 30) 400 320 720
Total 10ans ........cccvcvvvvveimieinreeeseeeens (482) 4,101 3,619 1,511 (5,491) (3,980)
Money market funds - 40 40 - - -
Mortgage-related securities .................. 887 (1,593) (706) 2,375 19 2,394
Taxable securities........cccoceeeeeneniinnn 856 (1,513) (657) 625 (667) (42)
Nontaxable securities.......ccoocoeeeereranenn, (34) 24 (10) 64 116 180
Total interest-earning assets.............. 1,111 2,769 3,880 5414 (5,838) (424)
| Interest expense:
| NOW and money market deposits......... 467 (153) 314 311 (719) (408)
Savings aCCOUNLS ..oovvvrievecicesiciienee e (14) (119) (133) (78) (112) (191)
‘ Certificates of deposit......ccoceeevecennrnnnn 2,482 (L,11D) 1,371 2,264 (1,904) 361
| Total interest-bearing deposits.......... 2,935 (1,383) 1,552 2,497 (2,735) (238)
} FHLB advances.........cccccovvnivnnrninnninns (62) 219 157 - -
‘ Other borrowed funds..............cccovvveevne - 82 82 - - -
1 Total interest-bearing liabilities ........ 2,873 (1,082) 1,791 2,497 (2,735) (238)
1 Net change in interest income................... $ (1,762) $ 3,851 $ 2,089 $2917 $(3,103) § (186)

Provision for Loan Losses.

2007 vs. 2006. The Company recorded a provision for loan losses of $425,000 in 2007 compared to a
credit to the provision for loan losses of $5.4 million in 2006. The provision for loan losses reflects continued
growth in the loan portfolio during 2007 and a shift in the mix of the loan portfolio to more commercial-type loans,
which typically have higher levels of risk, offset by decreases in nonperforming and classified assets and the
absence of any net charge-offs in 2007.

2006 vs. 2005. We had a credit to the provision for loan losses of $5.4 million in 2006 compared to a credit
of $6.0 million in 2005. The 2006 credit to the provision reflected: (1) continued reductions in the levels of
criticized and classified loans from $34.7 million at December 31, 2005 to $5.0 million at December 31, 2006 which
included the collection of one of the Bank’s significant nonperforming loans totaling $2.5 million; (2) the absence of
any material charge-offs in 2006; and (3) a $16.3 million, or 4.3%, decrease in the size of the loan portfolio,
including a $19.4 million, or 62.7%, decrease in the construction portfolio, which carries higher risk of default than
one-to four family residential real estate loans.
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An analysis of the changes in the allowance for loan losses is presented under “—Risk Management—
Analysis and Determination of the Allowance for Loan Losses.”

Noninterest Income. The following table shows the components of noninterest income for the years ended
2007, 2006 and 2003,

Years Ended December 31, % Change % Change
2007 2006 2005 2007/2006 2006/2005

{In thousands)

Service charges and other fee income......................... $ 842 § 1,138 § 882 (26.0)% 29.0%
Net gain (loss) on sale of:
Securities available forsale........ccoooiiiiiiiin 169 (17 (809) 1,094.1 979
LOGNS ..ovicvvivicrevernesre s rsesseessnsnss e saesreenssssesssssasnescaces 78 199 567 (60.8) (64.9)
Assets acquired through foreclosure.........ccoceeeennee - 8s 6 (100.0) 1,316.7
Premises and equipment ...........ccocooevieininenceinnenens 970 (59) (161) 1,744.1 63.4
Income on bank-owned life insurance ...........c.....c...... 438 427 448 2.6 4.7
OHHET ..ot 199 300 281 33.7 6.8
TOAL ..ot $2,696 $2,073 31,214 30.1% 70.8%

2007 vs. 2006. Noninterest income increased $623,000 for 2007. The increase for the twelve months
ended December 2007 was primarily due to an $875,000 gain on sale of the Bank’s operations center in the second
quarter of 2007 and a $97,000 gain on sale of land during the fourth quarter of 2007. The Company also recorded
gains on the sale of investment securities of $169,000 in 2007 compared to a loss on the sale of investment securities
of $17,000 for 2006. Gains on sales of loans decreased by $121,000 in 2007, primarily as a result of the Company’s
decision to stop selling such loans beginning in the second quarter of 2007. These gains were offset by a reduction
in service charges and other fee income of $296,000 between comparable twelve-month periods as 2006 included a
significant level of past due loan fees from nonperforming loans were collected during that year.

2006 vs. 2005. Noninterest income increased primarily due to a $917,000 loss on sale and impairment of
securities that was recorded in 2005 reflecting the sale of lower-yielding adjustable-rate perpetual preferred stock of
Freddie Mac in an effort to reposition the securities portfolio towards higher-yielding investments. The impairment
loss in 2005 was the result of the determination by management that an investment in a mutual fund was other than
temporarily impaired. This mutual fund investment was sold in March 2006. An additional loss of $17,000 was
recorded at the sale date. Also, service charges and other fee income increased due to increased loan servicing fee
income associated with a significant level of past due loan fees from nonperforming loans that were collected during
2006 as compared to 2005. These increases were offset by decreases in the gain on the sale of mortgage-related
securities and the pain on sale of loans. The decrease in the gain on the sale of loans was due to approximately
$24 9 million loans being sold in the year ended December 31, 2006 compared to approximately $83.3 million loans
being sold in 2005.
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Noninterest Expense. The following table shows the components of noninterest expense and the
percentage changes for the years ended 2007, 2006 and 2005.

Years Ended December 31, % Change % Change

2007 2006 2005 2007/2006 2006/2005
(In thousands)
Salaries, benefits and other compensation................... $ 9,949 $9.194 $ 7,442 8.2% 23.5%
OCCUPANCY EXPENSE ...vvvrrererercrereeeiesnsrerrrisssrersrsnsrares 1,828 1,496 1,812 22.2 (17.4)
Furniture and equipment eXpense..........cococeceeeeeniennnas 940 1,060 826 (11.3) 28.3
Data processing COSLS.......oeriiierreeiciereeerereeescneeneenes 1,537 1,514 1,452 1.5 4.3
Professional fees............coovveviiviiniinveen e, 1,846 1,781 1,127 3.6 58.0
Marketing eXpense..........covivvmrrvnnieecrereneenrereeeren 645 621 373 39 66.5
FDIC Premitms .......cccovvvverieviiinneeneeereeseseneeesne e seeneens 84 796 763 89.4 4.1
Contribution to charitable foundation ................... - 1,500 - (100.0) 100.0
OHHET ..ot e et saeresssreseresnsresreens 1,859 1,905 1,411 24) 35.0
TOtal ..o s $18,688 $19867 $15,208 5.9% 30.6%

2007 vs. 2006. In 2007, noninterest expense decreased $1.2 million, or 5.9%. Salaries and benefit costs
increased $755,000, primarily as a result of (1) a full year of expense associated with the hiring of a team of
experienced commercial lenders and commercial credit staff in the spring of 2006, (2) four months of expenses, or
$271,000, associated with the awards granted under the Company’s 2007 Equity Incentive Plan and (3} personnel
expense associated with the Bank opening its eleventh full-service branch in West Chester, Pennsylvania in
September 2007. Occupancy expense increased $332,000 during the twelve months ended December 31, 2007,
primarily as a result of the Company moving its operations center to a new location in the second quarter of 2007
and the opening of the Bank’s West Chester branch. Furniture and equipment expense decreased $120,000
primarily a result of an increase in 2006 expense associated with adjustments made to certain assets useful lives.
Professional fees increased by $65,000 primarily as a result of incremental costs associated with our first year
implementation of Sarbanes-Oxley controls and procedures, partially offset by lower legal costs associated with
strategic initiatives performed in 2006. The remainder of the decrease in noninterest expense for the year was
attributable to the $1.5 million contribution to the Fox Chase Bank Charitable Foundation in the third quarter of
2006 and a decrease of $712,000 in FDIC insurance premiums due to the lifting of the Bank’s Cease and Desist
order by the Office of Thrift Supervision on June 28, 2006.

2006 vs. 2005. In 2006, noninterest expense increased due to a $1.5 million contribution to the Fox Chase
Charitable Foundation, which was established and funded in connection with the Bank’s mutual holding company
reorganization. The increase was also due to increases in salaries, benefits and other compensation, furniture and
equipment expense, professional fees, marketing expenses and other operating expenses. The increased salaries,
benefits and other compensation reflected the hiring of nineteen commercial lending and commercial credit and risk
management professionals since 2005 and the additionatl staff hired in connection with the opening of our Marmora
branch office in March 2006. The Company also recorded compensation expense of $512,000 in the fourth quarter
of 2006 related to the first year’s allocation from the Fox Chase Bank Employee Stock Ownership Plan. Furniture
and equipment expenses increased $234,000 due to an increase in depreciation related expense for certain assets
whose depreciable lives were corrected in 2006, and to a lesser extent due to the opening of the new Marmora
branch office and two new loan production offices. Professional fees increased $654,000 due to the hiring of
consulting firms to assist with the implementation of internal policies and procedures related to the Sarbanes-Oxley
Act as well as fees related to various strategic considerations. Other expenses for 2006 also included an adjustment
of $232,000 related to errors in prior periods in the procedures for closing and reconciling transactions in our
automated teller machine system. Such errors were discovered in 2006 and an analysis of the materiality of this
adjustment, along with the depreciation adjustment, was completed and management concluded that these items
were not material to any of the historical periods presented herein.
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Income Taxes.

2007 vs. 2006. Income tax expense for 2007 was $460,000 compared to $684,000 for 2006. The decrease in
2007 was primarily due to a $1.9 million decrease in pre-tax income. The effective tax rate for 2007 and 2006 was
19.2% and 15.8%, respectively. The effective tax rate in 2007 was lower then the statutory federal tax rate of
34.0% primarily due to the Company having tax-exempt interest income of $924,000 and tax-exempt bank-owned
life insurance income of $438,000. The twelve-month period ended December 31, 2006 included the Company
reversing a valuation allowance of $312,000 that it had established in prior periods for possible non-realizable
deferred tax asset benefits associated with certain capital loss carryforwards.

2006 vs. 2005. Income tax expense for 2006 was $684,000 compared to $3.0 million for 2005. The
decrease in 2006 was primarily due to a $4.6 million decrease in pre-tax net income. The effective tax rate for 2006
and 2005 was 15.8% and 33.3%, respectively. The effective tax rate in 2006 was lower than the statutory federal tax
rate of 34.0% primarily due to (1) the Company having tax-exempt interest income of $934,000 and bank owned life
insurance income of $427,000 and (2) the Company reversing a valuation allowance of $312,000 it had established
in 2005 for possible non-realizable deferred tax asset benefits associated with certain capital loss carryforwards.

The Bank entered into an agreement to sell one of its office facilities in the fourth quarter of 2006, which was
consummated during the second quarter of 2007, and resulted in sufficient capital gain income to utilize such capital
loss carryforwards.

Risk Management

Overview. Managing risk is an essential part of successfully managing a financial institution. Qur most
prominent risk exposures are credit risk, interest rate risk and market risk. Credit risk is the risk of not collecting the
interest and/or the principal balance of a loan or investment when it is due. Interest rate risk is the potential reduction
of net interest income as a result of changes in interest rates. Market risk arises from fluctuations in interest rates that
may result in changes in the values of financial instruments, such as available-for-sale securities, that are accounted
for on a mark-to-market basis. Other risks that we face are operational risks, liquidity risks and reputation risk.
Operational risks include risks related to fraud, regulatory compliance, processing errors, technology and disaster
recovery. Liquidity risk is the possible inability to fund obligations to depositors, lenders or borrowers due to
unforeseen circumstances. Reputation risk is the risk that negative publicity or press, whether true or not, could
cause a decline in our customer base or revenue.

Credift Risk Management. Our strategy for credit risk management focuses on having well-defined credit
policies and uniform underwriting criteria and providing prompt attention to potential problem loans. Historically,
this strategy also emphasizes the origination of one- to four-family mortgage loans, which typically have lower
default rates than other types of loans and are secured by collateral that generally tends to appreciate in value.

When a borrower fails to make a required loan payment, we take a number of steps to attempt to have the
borrower cure the delinquency and restore the loan to current status. When the loan becomes 15 days past due, a late
notice is generated and sent to the borrower. A second notice is sent and phone calls are made ten days later. If
payment is not received by the 30™ day of delinquency, a further notification is sent to the borrower. If payment is
not received by the 45" day of delinquency for a loan on a Pennsylvania property or the 60" day of delinquency for
a loan on a New Jersey property, a notice is sent to the borrower advising them that they have a specified period of
time to cure their default before legal action begins. If no successful workout can be achieved, after a loan becomes
90 days delinquent, we typically commence foreclosure or other legal proceedings. If a foreclosure action is
instituted and the loan is not brought current, paid in full, or refinanced before the foreclosure sale, the real property
securing the loan generally is sold at foreclosure. We also may consider loan workout arrangements with certain
borrowers under certain circumstances.

Management reports to the Board of Directors or a committee of the Board monthly regarding the amount
of loans delinquent more than 30 days, all loans in foreclosure and all foreclosed and repossessed property that we
OWIL.

Analysis of Nonperforming and Classified Assets. We consider repossessed assets and loans that are 90
days or more past due to be nonperforming assets. Loans are generally placed on nonaccrual status when they
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become 90 days delinquent at which time the accrual of interest ceases and any previously recorded interest is
reversed and recorded as a reduction of loan interest and fee income. Typically, payments received on a nonaccrual
loan are applied to the outstanding principal and interest as determined at the time of collection of the loan.

Real estate that we acquire as a result of foreclosure or by deed-in-licu of foreclosure is classified as
foreclosed assets until it is sold. When property is acquired, it is initially recorded at the lower of its cost or market
value, less estimate selling expenses. Holding costs and declines in fair value after acquisition of the property result
in charges against income.

The following table provides information with respect to our nonperforming assets at the dates indicated.
We did not have any troubled debt restructurings at the dates presented.

At December 31,

2007 2006 2005 2004 2003

(Dollars in thousands)

Nonaccrual loans:

One- to four-family.........ccoooviiininiiinneieee e $155 § 284 $ 548 $1,442 $1.324
Multi-family and commercial real estate .................. 105 - 2,972 - -
Total .o e 260 284 3,520 1,442 1,324
Accruing loans past due 90 days or more:
One- to four-family.......ococoovevivnircninnseenneie e, 559 - - - -
Multi-family and commercial real estate................... - 2,941 1,574 - -
TOtAl ..o s 559 2,941 1,574 - -
Total of nonaccrual loans and accruing loans 90
days or more past dUe .......cccocoevieirvrverereienrernnnens $819 $3,225 $5,094 $1,442 $1,324
Real estate owned ... - - 107 - -
Total nonperforming assets......covvrvinrererieiereranns $819 $3,225 $5,201 $1,442 $1,324
Total nonperforming loans and accruing loans past due
90 days or more to total 10ans..........cccoceeivrinrcncnnnn 0.18% 0.90% 1.36% 0.29% 0.32%
Total nonperforming loans to total assets .................... 0.10 0.43 0.65 0.16 0.16
Total nonperforming assets to total assets ................... 0.10 0.43 0.67 0.16 0.16

At December 31, 2007, accruing loans past due 90 days or more consisted of a $505,000 residential
mortgage loan and a $54,000 home equity loan to one borrower. The loans are secured by a residential property in
the southern New Jersey shore area.

At December 31, 2006, accruing loans past due 90 days or more consisted of one multi-family and
commercial real estate loan that was past its contractual maturity. The loan was secured by a beachfront
undeveloped parcel of land in the southern New Jersey shore area. The loan was paid off during the fourth quarter
of 2007.

Interest income that would have been recorded for the year ended December 31, 2007 had nonaceruing
loans been current according to their original terms was approximately $13,000. Interest income recorded for the
year ended December 31, 2007 was $9,000.

Federal regulations require us to review and classify our assets on a regular basis. In addition, the Office of
Thrift Supervision has the authority to identify problem assets and, if appropriate, require them to be classified.
There are three classifications for problem assets: substandard, doubtful and loss. *“Substandard assets” must have
one or more defined weaknesses and are characterized by the distinct possibility that we will sustain some loss if the
deficiencies are not corrected. “Doubtful assets” have the weaknesses of substandard assets with the additional
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characteristic that the weaknesses make collection or liquidation in full on the basis of currently existing facts,
conditions and values questionable, and there is a high possibility of loss. An asset classified “loss” is considered
uncollectible and of such little value that continuance as an asset of the institution is not warranted. The regulations
also provide for a “special mention” category, described as assets which do not currently expose us to a sufficient
degree of risk to warrant classification but do possess credit deficiencies or potential weaknesses deserving our close
attention. When we classify a loan as substandard or doubtful, we generally establish a specific allowance for loan
losses for that loan. If we classify an asset as loss, we allocate an amount equal to 100% of the portion of the asset
classified loss.

The following table shows the aggregate amounts of our criticized and classified assets at the dates
indicated.

At December 31,
2007 2006 2005
(In thousands)

Special mention assets ............... $ 1,648 $ 3,225 $19,529
Substandard assets ..................... 559 5,764 17,610
Doubtful assets ......c.cccevcieeveecnns — — 3,720
Total criticized and classified

BSSES 1verrierirreis s resrerrennrennanns $ 2207 $ 8989 $40,859

The decreases in classified assets in 2007 relates to successful liquidation, without any loss, of the $5.8
million of assets classified as substandard at December 31, 2006. Additionally, an asset classified as special mention
at December 31, 2006 in the amount of $2.9 million paid oft during 2007.

At December 31, 2007, the Bank had two loans classified as substandard, one residential mortgage totaling
$505,000 combined with a $54,000 home equity loan, both to one borrower, which the Bank recorded a specific
reserve of $109,000 at December 31, 2007. Special mention assets included $1.1 million of commercial real estate
loans, $500,000 of residential mortgage loans and one $44,000 home equity loan. The commercial real estate loans
represent two separate borrowing relationships which the Bank believes the borrowers have adequate collateral to
pay the loans upon liquidation. The residential mortgage loans are to four different borrowers. The Bank believes the
borrowers have adequate collateral to pay the loans upon liquidation.

At December 31, 2006, substandard assets included two residential loans to the same borrower totaling
$1.7 million and two sub-investment grade corporate bonds totaling $4.0 million which matured in January and
February 2007. The substandard loans consisted of two residential loans, the larger of which is financing on a four-
unit apartment that the borrower is seeking to convert to separate condominium units and sell. The borrower was
current on all amounts due at December 31, 2006, but did not have sufficient liquidity to pay the loan if the units
were not sold within a short timeframe. Special mention assets included one loan totaling $2.9 million, which was
secured by a beachfront undeveloped parcel of land in the southern New Jersey shore area. The loan was paid off
during the fourth quarter of 2007.

The decreases in classified assets in 2006 reflected increased collection efforts as well as the Bank
requiring certain high-risk construction loans in our New Jersey market area to be rescinded or refinanced with other
financial institutions. During 2006, the Bank collected all of its significant nonperforming commercial and
construction loans by establishing workout strategies that allowed the borrowers sufficient time to resolve their
business difficulties and/or sell the collateral and repay the Bank. The decrease in classified assets also included the
maturity of $2.1 million of sub-investment grade corporate bonds during 2006. Additionally, certain borrowers
were removed from classified status due to improvements in documentation on their loans or in the credit profile of
the borrower,

Other than as disclosed in the above tables, there are no other loans at December 31, 2007 that management
has serious doubts about the ability of the borrowers to comply with the present loan repayment terms.
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Delinguencies. The following table provides information about delinquencies in our loan portfolio at the
dates indicated.

At December 31,
2007 2006 2005
30-59 60-89 30-59 60-89 30-59 60-89
Days Days Days Days Days Days
Past Due Past Due Past Due Past Due Past Due Past Due

(In thousands)
Commercial:
Multi-family and commercial real
estate $ 953 $146 ¥ - 5 - 5 - 5 -
Residential real estate:
One- to four-family .........ccccovvveennne, 231 15 191 - - -
Construction..........cocveevcveveeessvaeeenne - - - - - 1,653
Consumer:
Home equity loans and lines of credit - 53 23 24 - 21
Automebile......ccoovievirieeeeens - 2 - - - 2
Total.overeeeeeie e $1,184 5216 $214 § 24 $ - 51,676

The increase in delinquent loans is primarily due to two commercial real estate ioans which total $953,000
which are either in the process of collection or the Bank believes the borrowers have adequate collateral to pay the
loans.

Analysis and Determination of the Allowance for Loan Losses.

Historical Practice. Before 2003, we typically originated loans secured by residential real estate. In such
periods, home equity loans and lines of credit were evaluated for loan losses in the same manner as one-to four-
family loans because they were all collateralized by residential real estate. In 2003, then-current management
determined to emphasize multi-family and commercial real estate lending and construction lending, primarily in the
southern New Jersey shore area where it had recently opened new branch offices. However, when doing so,
management failed to adopt a risk rating system and update its allowance for loan losses policy to account for the
new types of loans that were being originated. Consequently, management failed to properly review and classify the
new types of loans that were being originated. Management’s failure to implement and apply the risk rating
documentation and, thus, its failure te adequately support its allowance for loan losses were deemed to be a material
weakness in connection with the audit of our 2004 financial statements. Further, such weakness was cited by the
regulators as one of the reasons leading to the issuance of the Cease and Desist Order in June 2005.

Current Practice. In 2005, new management reviewed the existing policy on allowance for loan losses and
updated it to ensure compliance with U.S. generally accepted accounting principles and with all regulatory guidance.
Additionally, three independent loan consultants were engaged to separately review the loan portfelio and the
classification of assets and to assist with establishing proper risk-weighting of loans. A description of the revised
procedures for determining the allowance for loan losses is contained below.

The allowance for loan losses is maintained at a level representing management’s best estimate of known
and inherent losses in the loan portfolio, based upon management’s evaluation of the portfolio’s collectibility. We
evaluate the need to establish allowances against losses on loans on a quarterly basis. When changes in the
allowance are necessary, an adjustment is made. The adjustments to the allowance are made by management and
presented {o the Audit Committee of the Board of Directors.

Our methodology for assessing the appropriateness of the allowance for loan losses consists of a specific
allowance on identified problem loans and a general valuation allowance on the remainder of the loan portfolio.
Although we determine the amount of each element of the allowance separately, the entire allowance for loan losses
is available for the losses on entire portfolio.
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Specific Allowance Required for Identified Problem Loans. We establish an allowance on certain identified
problem loans, including all classified loans, based on such factors as: (1) the strength of the customer’s personal or
business cash flows and personal guarantees; (2) the availability of other sources of repayment; (3) the amount due
or past due; (4) the type and value of collateral; (5) the strength of our collateral position; (6) the estimated cost to
sell the collateral; and (7) the borrower’s effort to cure the delinquency.

General Valuation Allowance on the Remainder of the Loan Portfolio. We establish a general allowance
for loans that are not classified to recognize the inherent losses associated with lending activities. This general
valuation aliowance is determined by segregating the loans by loan category and assigning percentages to each
category. The percentages are adjusted for significant factors that, in management’s judgment, affect the
collectibility of the portfolio as of the evaluation date. These significant factors may include loss experience in
particular segments of the portfolio, trends and absolute levels of classified and criticized loans, trends and absolute
levels in delinquent loans, trends in risk ratings, trends in industry charge-offs by particular secgments and changes in
existing general economic and business conditions affecting our lending areas and the national economy. These loss
factors are subject to ongoing evaluation to ensure their relevance in the current economic environment. We perform
this systematic analysis of the allowance on a quarterly basis.

We also identify loans that may need to be charged off as a loss by reviewing all delinquent loans,
classified and criticized loans and other loans that management may have concerns about collectibility. For
individually reviewed loans, the borrower’s inability to make payments under the terms of the loan or a shortfall in
collateral value could result in an increase in the allowance for loan losses.

At December 31, 2007 our allowance for loan losses represented 0.75% of total loans and 412.2% of
nonperforming loans. At December 31, 2007 the allowance for loan losses was $3.4 million, of which $109,000 was
specific reserves for identified loans and $3.3 million was a general valuation allowance for the loan portfolio. The
allowance for loan losses at December 31, 2007 represents application of loan loss policies, which comply with U.S.
generally accepted accounting principles and all regulatory guidance. The allowance for loan losses is impacted by
the previously discussed levels of specific and general required valuation allowances. As such reserve levels
change, management will increase or decrease the allowance for loan losses as required to maintain adequate levels
of reserves for losses inherent in its loan portfolio.

At December 31, 2006 our allowance for loan losses represented 0.82% of total loans and 91.4% of
nonperforming loans. At December 31, 2006, the allowance for loan losses was $2.9 million, all of which was a
general valuation atlowance for the loan portfolio. The allowance for loan losses at December 31, 2006 reflects the
separate review of the loan portfolio, the classification of assets and assistance with establishing proper risk-
weighting of loans by independent loan review consultant during 2006.
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Although we believe that we use the best information available to establish the allowance for loan losses,
future adjustments to the allowance for loan losses may be necessary and our results of operations could be
adversely affected if circumstances differ substantially from the assumptions used in making the determinations.
Furthermore, while we believe we have established our allowance for loan losses in conformity with U.S. generally
accepted accounting principles, there can be no assurance that the Office of Thrift Supervision, in reviewing our
loan portfolio, will not request us to increase our allowance for loan losses. The Office of Thrift Supervision may
require us to increase our allowance for loan losses based on judgments different from ours. In addition, because
future events affecting borrowers and collateral cannot be predicted with certainty, there can be no assurance that
increases will not be necessary should the quality of any loans deteriorate as a result of the factors discussed above.
Any material increase in the allowance for loan losses may adversely affect our financial condition and results of
operations.

Analysis of Loan Loss Experience. The following table sets forth an analysis of the allowance for loan
losses for the periods indicated.

Year Ended December 31,
2007 2006 2005 2004 2003
{Dollars in thousands)

Allowance at beginning of period.......ccccoovvivvincnninnens $ 294 $ 8349 $14391 § 2,109 $2,082
Charge-offs:
CONSUIMET .eveieisess st sare e e eereeeeer et st e restnenensn s s snastssness 2 ] 17 - 3

Total charge-offs ........oocoevicrciiiii e 2 8 17 - 3
RECOVEIIES. .. v iveveeeee et e csmes g e e e 4 2 — - —
Net charge offs (Tecoveries). ... (2) 6 17 - 3
Provision (credit) for loan 10SS€S .....c.coveviveiiirrecininiiininn 425 (5,394) {6,025) 12,282 30

Allowance at end of period........ccccoiiininiiiicnn $3,376 $ 2,949 $ 8,349 $14,391 $2,109
Allowance for loan losses to nonperforming loans and

troubled debt reStructurings .....ccoceeeveereresrivnvecsnrecienens 412.2% 91.4% 163.9% 998.0% 159.3%
Allowance for loan losses to total loans at the end of

the period ......c.oevveviiiiiir 0.75 0.82 2.22 2.89 0.50

Net charge-offs (recoveries) to average loans
outstanding during the period.........ooceocoriiininininnn - - - - -

Interest Rate Risk Management. We manage the interest rate sensitivity of our interest-bearing liabilities
and interest-earning assets in an effort to minimize the adverse effects of changes in the interest rate environment.
Deposit accounts typically react more quickly to changes in market interest rates than mortgage loans because of the
shorter maturities of deposits. As a result, sharp increases in interest rates may adversely affect our earnings while
decreases in interest rates may beneficially affect our eamings. To reduce the potential volatility of our earnings, we
have sought to improve the match between asset and liability maturities and rates, while maintaining an acceptable
interest rate spread. Our strategy for managing interest rate risk generally involves emphasizing the origination of
shorter-term adjustable-rate loans, which we maintain in our portfolio, and investing in securities with that have
adjustable-rates or shorter terms. We currently do not participate in systemic hedging programs, interest rate swaps
or other activities involving the use of derivative financial instruments, except that as of December 31, 2007, the
Bank had one interest rate swap in the notional amount of $1.2 million to hedge a 15-year fixed rate loan which was
carning interest at 7.43%. The Bank is receiving a variable rate payment of three-month LIBOR plus 2.24% and
will pay fixed rate payments of 7.43%. The swap matures in April 2022 and had a market value loss position of
$60,000 at December 31, 2007.
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We have a Risk Management Committee, which together with an Asset/Liability Management Committee,
communicates, coordinates and controls all aspects involving asset/liability management. The committee establishes
and monitors the volume, maturities, pricing and mix of assets and funding sources with the objective of managing
assets and funding sources to provide results that are consistent with liquidity, growth, risk limits and profitability
goals.

Our goal is to manage asset and liability positions to moderate the effects of interest rate fluctuations on net
interest income and net income.

Net Portfolio Value Analysis. We use a net portfolio value analysis prepared by the Office of Thrift
Supervision and an internally prepared model to review our level of interest rate risk. Such analyses measure
interest rate risk by computing changes in net portfolio value of our cash flows from assets, liabilities and off-
balance sheet items in the event of a range of assumed changes in market interest rates. Net portfolio value
represents the market value of portfolio equity and is equal to the market value of assets minus the market value of
liabilities, with adjustments made for off-balance sheet items. These analyses assess the risk of loss in market risk-
sensitive instruments in the event of a sudden and sustained 100 to 300 basis point increase or 100 and 200 basis
point decrease in market interest rates with no effect given to any steps that we might take to counter the effect of
that interest rate movement. Because of the low level of market interest rates, these analyses are not performed for
decreases of more than 200 basis points. The internal mode! differs from that prepared by the Office of Thrift |
Supervision as it assumes: (1} slower prepayments for fixed-rate one- to four-family loans; and (2) a longer duration |
for transaction accounts. Notwithstanding the different assumptions, the two models do not produce materially |
different results.

The following table, which is based on information that we provide to the Office of Thrift Supervision,
presents the change in our net portfolio value at December 31, 2007 that would occur in the event of an immediate
change in interest rates based on Office of Thrift Supervision assumptions, with no effect given to any steps that we
might take to counteract that change.

Net Portfolio Value as % of
Net Portfolio Value Portfolio Value of Assets

Basis Point (“bp™)
Change in Rates Amount Change % Change NPV Ratio Change (bp)
{Dollars in thousands)

300 $ 86,100 (25,532) (23)% 11.86% (278)
200 95,704 (15,927) (14) 12.96 (168)
100 104,081 (7,551) 6 13.86 (77)
0 111,631 14.63
(100) 115,203 3,572 3 14.93 30
(200) 115,555 3,924 4 14.87 23

The decrease in our net portfolio value shown in the preceding table that would occur upon an increase in
prevailing market interest rates and the increase in our net portfolio value that would occur upon a decrease in
market rates reflects: (1) that a substantial portion of our loan portfolio is fixed-rate residential loans; and (2) the
shorter duration of deposits, which reprice more frequently in response to changes in market interest rates.

The Office of Thrift Supervision uses various assumptions in assessing interest rate risk. These assumptions
relate to interest rates, loan prepayment rates, deposit decay rates and the market values of certain assets under
differing interest rate scenarios, among others. As with any method of measuring interest rate risk, certain
shortcomings are inherent in the methods of analyses presented in the foregoing tables. For example, although
certain assets and liabilities may have similar maturities or periods to repricing, they may react in different degrees
to changes in market interest rates. Also, the interest rates on certain types of assets and Habilities may fluctuate in
advance of changes in market interest rates, while interest rates on other types may lag behind changes in market
rates. Additionally, certain assets, such as adjustable-rate mortgage loans, have features that restrict changes in
interest rates on a short-term basis and over the life of the asset. Further, in the event of a change in interest rates,
expected rates of prepayments on loans and early withdrawals from certificates could deviate significantly from
those assumed in calculating the table. Prepayment rates can have a significant impact on interest income. Because
of the large percentage of loans and mortgage-backed securities we hold, rising or falling interest rates have a

53



significant impact on the prepayment speeds of our earning assets that in turn affect the rate sensitivity position.
When interest rates rise, prepayments tend to slow. When interest rates fall, prepayments tend to rise. Our asset
sensitivity would be reduced if prepayments slow and vice versa. While we believe these assumptions to be
reasonable, there can be no assurance that assumed prepayment rates will approximate actual future mortgage-
backed security and loan repayment activity.

Liquidity Management. Liquidity is the ability to meet current and future financial obligations of a short-
term nature. Qur primary sources of funds consist of deposit inflows, loan repayments and maturities and sales of
securities. While maturities and scheduled amortization of loans and securities are predictable sources of funds,
deposit flows and loan prepayments are greatly influenced by general interest rates, economic conditions and
competition.

We regularly adjust our investments in liquid assets based upon our assessment of: (1) expected loan
demands; (2) expected deposit flows; (3) yields available on interest-earning deposits and securities; and (4) the
objectives of our asset/liability management policy. We use a variety of measures to assess our liquidity needs,
which are provided to our Asset/Liability Management Committee on a regular basis. Our policy is to maintain net
liquidity of at least 50% of our funding obligations over the next month, Additionally, our policy is to maintain an
amount of cash and short-term marketable securities equal to at least 15% of net deposits and liabilities that wili
mature in one year or less.

Our most liguid assets are cash and cash equivalents. The levels of these assets depend on our operating,
financing, lending and investing activities during any given period. Cash and cash equivalents totaled $31.3 miltion
at December 31, 2007. Securities classified as available-for-sale, which provide additional sources of liquidity,
totaled $296.3 million at December 31, 2007. In addition, at December 31, 2007, we had the ability to borrow a
total of approximately $435.9 million from the Federal Home Loan Bank of Pittsburgh, of which we had $80.0
million outstanding.

At December 31, 2007, we had $89.8 million in loan commitments outstanding which consisted of $1.7
million of mortgage loan commitments, $22.8 million in home equity and consumer commitments, $63.8 million in
commercial commitments and $1.5 million standby letters of credit. Certificates of deposit due within one year of
December 31, 2007 totaled $244.0 million, representing 61.3% of certificates of deposit at December 31, 2007. We
believe the large percentage of certificates of deposit that mature within one year reflects customers’ hesitancy to
invest their funds for long periods in the current low interest rate environment. If these maturing deposits do not
remain with us, we will be required to seek other sources of funds, including other certificates of deposit and
borrowings. Depending on market conditions, we may be required to pay higher rates on such deposits or other
borrowings than we currently pay on the certificates of deposit due on or before December 31, 2007. We believe,
however, based on past experience, that a significant portion of our certificates of deposit will remain with us. We
have the ability to attract and retain deposits by adjusting the interest rates offered.

The following table presents certain of our contractual obligations as of December 31, 2007.

Payments Due by Period

Total Less Than One to Three to More Than
Contractual Obligations One Year Three Years Five Years  Five Years

(Dollars in thousands)

Operating lease obligations (1) ........c......... $ 2,192 $ 494 $ 963 § 735 $ -
FHLB advances and other borrowings (2) .. 127,460 3,939 7,859 35,861 79,801
Other long-term obligations (3} ........c.ccceees 3,481 1,910 1,571 - -

Total oo 5133,133 $ 6,343 $ 10,393 3 36,596 $ 79,801

(1) Represents lease obligations for operations center, one commercial loan production office and equipment.
(2) Inciudes principal and projected interest payments.
(3) Represents obligations to the Company’s third party data processing providers and other vendors.
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Our primary investing activities are the origination and sale of loans and the purchase and sale of securities.
Our primary financing activities consist of activity in deposit accounts, borrowed funds and in 2006 the issuance of
common stock. Deposit flows are affected by the overall levels of interest rates, the interest rates and products
offered by us and our local competitors and other factors. We generally manage the pricing of our deposits to be
competitive and to increase core deposit relationships. Occasionally, we offer promotional rates on certain deposit
products to attract deposits.

The following table presents our primary investing and financing activities during the periods indicated.

Year Ended December 31,
2007 2006
(In thousands)

Investing activities:

Loan originations ...........ccocovvvvvevvevererennn. $(193,870)  $(125,303)
Other decreases in loans 134,091 137,512
Loan sales ........ccvvivvevveeeieeeee e - 4,000
Purchase of loan participations (32,064) -
Security purchases ......coceevevivvieiecvieeennenes (187,984) {60,207)
Security 5ales ...ooeverieeeere s 36,268 17,205
Security maturities, calls and principal

TEPAYIMENS c.coverireiireiireninrnese e ereeeeneas 86,128 145,471

Financing activities:

Decreases in deposits..........c.ococevcrcinirenn. (10,974} (85,773)
Increase in FHLB advances 50,000 -
Increase in other borrowings 20,000 -
Proceeds from stock issuance, net of

CONVETSION COSS ...occviniiinnniriniienisres o - 62,348

Capital Menagement. We have managed our capital to maintain strong protection for depositors and
creditors. We are subject to various regulatory capital requirements administered by the Office of Thrift Supervision,
including a risk-based capital measure. The risk-based capital guidelines include both a definition of capital and a
framework for calculating risk-weighted assets by assigning balance sheet assets and off-balance sheet items to
broad risk categories. At December 31, 2007, we exceeded all of our regulatory capital requirements. We are
considered “well capitalized” under regulatory guidelines. See “Regulation and Supervision—Regulation of
Federal Savings Associations—Capital Requirements,” and "—Regulatory Capital Compliance” and the notes to
the consolidated financial statements included in this Report.

We also will manage our capital for maximum stockholder benefit. The capital from the offering
significantly increased our liquidity and capital resources. Over time, the initial level of liquidity will continue to be
reduced as net proceeds from the stock offering are used for general corporate purposes, including the funding of
lending activities. Qur financial condition and results of operations have been enhanced by the capital from the
offering, resulting in increased net interest-earning assets and net income. However, the large increase in equity
resulting from the capital raised in the offering has, and for some period of time, will have an adverse impact on our
return on equity. In the future, we may use capital management tools such as additional common stock repurchases
and cash dividends.

Off-Balance Sheet Arrangements. In the normal course of operations, we engage in a variety of financial
transactions that, in accordance with U.S. generally accepted accounting principles, are not recorded in our financial
statements, These transactions involve, to varying degrees, elements of credit, interest rate and liquidity risk. Such
transactions are used primarily to manage customers’ requests for funding and take the form of loan commitments,
letters of credit and lines of credit. For information about our loan commitments and unused lines of credit, see note
10 of the notes to the consolidated financial statements. We currently have one hedge of a fixed-rate fifteen year
$1.2 million loan, which provides for the Bank to receive variable rate funds and pay fixed rate funds. We currently
have no additional plans to engage in hedging activities in the future,

For the years ended December 31, 2007 and 2006, we engaged in no off-balance sheet transactions
reasonably likely to have a material effect on our financial condition, results of operations or cash flows.
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Impact of Recent Accounting Proncuncements

The information required by this item is included in Note 17 to the consolidated financial statements
beginning on page F-1.

Effect of Inflation and Changing Prices

The financial statements and related financial data presented in this prospectus have been prepared in
accordance with U.S. generally accepted accounting principles, which require the measurement of financial
condition and operating results in terms of historical dollars without considering the change in the relative
purchasing power of money over time due to inflation. The primary impact of inflation on our operations is reflected
in increased operating costs. Unlike most industrial companies, virtually all the assets and liabilities of a financial
institution are monetary in nature. As a result, interest rates generally have a more significant impact on a financial
institution’s performance than do general levels of inflation, Interest rates do not necessarily move in the same
direction or to the same extent as the prices of goods and services.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information required by this item is incorporated herein by reference to Item 7, “Management's
Discussion and Analysis of Financial Condition and Results of Operation — Interest Rate Risk Management,”

ITEM 8, FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Information required by this itemn is included herein beginning on page F-1.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES

The Company’s management, including the Company’s principal executive officer and principal financial
officer, have evaluated the effectiveness of the Company’s “disclosure controls and procedures,” as such term is
defined in Rule 13a-15(e) promulgated under the Securities Exchange Act of 1934, as amended (the “Exchange
Act™). Based upon their evaluation, the principal executive officer and principal financial officer concluded that, as
of the end of the period covered by this report, the Company’s disclosure controls and procedures were effective for
the purpose of ensuring that the information required to be disclosed in the reports that the Company files or submits
under the Exchange Act with the Securities and Exchange Commission (the “SEC™): (1) is recorded, processed,
summarized and reported within the time periods specified in the SEC’s rules and forms, and (2) is accumulated and
communicated to the Company’s management, including its principal executive and principal financial officers, as
appropriate to allow timely decisions regarding required disclosure.

No change in the Company’s internal control over financial reporting occurred during the quarter ended

December 31, 2007 that has materially affected, or is reasonably likely to affect, the Company’s internal control
over financial reporting.

Management’s report on internal controls over financial reporting and KPMG LLP’s attestation report on
management’s assessment of the Company’s internal control on financial reporting are contained in “Item 8 —
Financial Statements and Supplementary Data™ in this Annual Report on Form 10-K.

ITEM 9B. OTHER INFORMATION

None.
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PART III
ITEM 10, DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
Directors

For information relating to the directors of Fox Chase Bancorp, the section captioned “frems 10 be Voted on
by Stockholders — ftem I — Election of Directors” in Fox Chase Bancorp’s Proxy Statement for the 2008 Annual
Meeting of Stockhelders is incorporated by reference.

Executive Officers

For information relating to officers of Fox Chase Bancorp, see Part [, Item 1, “Business — Executive
Officers of the Registrant” to this Annual Report on Form 10-K.

Compliance with Section 16(a} of the Exchange Act

For information regarding compliance with Section 16{a} of the Exchange Act, the cover page to this
Annual Report on Form 10-K and the section captioned “Other Information Relating to Directors and Executive
Officers - Section 16(a) Beneficial Ownership Reporting Compliance” in Fox Chase Bancorp’s Proxy Statement for
the 2008 Annual Meeting of Stockholders are incorporated by reference.

Disclosure of Code of Ethics

For information concerning Fox Chase Bancorp’s code of ethics, the information contained under the
section captioned “Corporate Governance - Code of Ethics and Business Conduict” in Fox Chase Bancorp’s Proxy
Statement for the 2008 Annual Meeting of Stockholders is incorporated by reference. A copy of the code of ethics
and business conduct is available to stockholders on the Governance Documents portion of the Investors Relations
section on Fox Chase Bancorp’s website at www.foxchasebank.com.

Corporate Governance

For information regarding the audit committee and its composition and the audit committee financial
expert, the section captioned " Corporate Governance — Committees of the Board of Directors — Audit Committee”
in Fox Chase Bancorp’s Proxy Statement for the 2008 Annual Meeting of Stockholders is incorporated by reference,
ITEM 11, EXECUTIVE COMPENSATION
Executive Compensation

For information regarding executive compensation, the sections captioned “Compensation Discussion and
Analysis,” “Executive Compensation” and “Director Compensation” in Fox Chase Bancorp’s Proxy Statement for
the 2008 Annual Meeting of Stockholders are incorporated by reference.

Corporate Governance
For information regarding the compensation committee report, the section captioned “Report of the

Compensation Committee” in Fox Chase Bancorp’s Proxy Statement for the 2008 Annual Meeting of Stockholders
is incorporated by reference.
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ITEM 12,

AND RELATED STOCKHOLDERS MATTERS

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

(a) Security Ownership of Certain Beneficial Owners Information required by this item is
incorporated herein by reference to the section captioned “Stock Ownership” in Fox Chase
Bancorp’s Proxy Statement for the 2008 Annual Meeting of Stockholders.

(b) Security Ownership of Management Information required by this item is incorporated herein by
reference to the section captioned "Sfock Ownership” in Fox Chase Bancorp’s Proxy Statement
for the 2008 Annual Meeting of Stockholders.

(c) Changes in Control

Management of Fox Chase Bancorp knows of no arrangements, including any pledge by any
person or securities of Fox Chase Bancorp, the operation of which may at a subsequent date result
in a change in control of the registrant.

(d) Equity Compensation Plan Information

The following table sets forth information about the Company common stock that may be issued upon the
exercise of stock options, warrants and rights under all of the Company’s equity compensation plans as of December

31, 2007.
(2) (b) (c)
Number of securities
remaining available for
Number of securities Weighted-average future issuance under
to be issued upon exercise exercise price of equity compensation
of outstanding options, outstanding options, plans (excluding securities
Plan category warrants and rights warrants and rights reflected in column (a))

Equity compensation
plans approved by security
holders

518,800

$12.38

200,507

Equity compensation
plans not approved by
security holders

Total

518,800

12.38

200,507

ITEM 13.

INDEPENDENCE

Certain Relationships and Related Transactions

CERTAIN RELATIONSHIPS, RELATED TRANSACTIONS AND DIRECTOR

For information regarding certain relationships and related transactions, the sections captioned “Other
Information Relating to Directors and Executive Officers — Policies and Procedures for Approval of Related
Persons Transactions” and “Transactions with Management” in Fox Chase Bancorp’s Proxy Statement for the 2008

Annual Meeting of Stockholders is incorporated by reference.
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Corporate Governance

For information regarding director independence, the section captioned “Corporate Governance — Director
Independence” in Fox Chase Bancorp’s Proxy Statement for the 2008 Annual Meeting of Stockholders is
incorporated by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
For information regarding the principal accountant fees and expenses the section captioned “ltems to Be

Voted on By Stockholders — Item 2 - Ratification of Independent Registered Public Accounting Firm” in Fox Chase
Bancorp’s Proxy Statement for the 2008 Annual Meeting of Stockholders is incorporated by reference.

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
0} The financial statements required in response to this item are incorporated by reference from Item
8 of this Report.
3] All financial statement schedules are omitted because they are not required or applicable, or the

required information is shown in the consolidated financial statements or the notes thereto.
€)] Exhibits

No. Description

3.1 Charter of Fox Chase Bancorp, Inc. (1)
32 Bylaws of Fox Chase Bancorp, Inc. (2)
4.1 Stock Certificate of Fox Chase Bancorp, Inc. (1)
10.1 *Form of Fox Chase Bank Employee Stock Ownership Plan and Trust Agreement (1)
10.2  *Fox Chase Bank 401(k) Profit-Sharing Plan and Trust (1)
103 *Employment Agreement between Thomas M. Petro, Fox Chase Bancorp, Inc. and Fox
Chase Bank (3) .
104 *Employment Agreement between Jerry D. Holbrook, Fox Chase Bancorp, Inc. and Fox
Chase Bank (3)
10.5 *Employment Agreement between Keiron G. Lynch, Fox Chase Bancorp, Inc. and Fox
Chase Bank (3)
10.6 *Employment Agreement between David C. Kowalek, Fox Chase Bancorp, Inc. and Fox

Chase Bank (3)

10.7  *Employment Agreement between James V. Schermerhorn, Fox Chase Bancorp, Inc. and
Fox Chase Bank (3)

10.8 *Change of Control Agreement between Richard J. Fuchs, Fox Chase Bancorp, Inc. and
Fox Chase Bank (3)

10.9 *Retention Incentive Agreement between James V. Schermerhorn, Fox Chase Bank (4)
10.10  *Fox Chase Bank Executive Long-Term Incentive Flan (1)
10.11  *Fox Chase Bank Employee Severance Compensation Plan, as amended and restated (1)
10.12  *Fox Chase Bancorp, Inc. 2007 Equity Incentive Plan (5)
10.13  *Change of Control Agreement between Roger S. Deacon, Fox Chase Bancorp, Inc. and
Fox Chase Bank (6} -
21.0 List of Subsidiaries
231 Consent of KPMG LLP
311 Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer
31.2 Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer
32.0 Section 1350 Certification of Chief Executive Officer, Chief Financial
Officer and Chief Accounting Officer

*  Management contract or compensatory plan, contract or arrangement.
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()
(4)
(5)
(6)

Incorporated by reference in this document to the exhibits to the Company’s Registration
Statement on Form S-1 (File No. 333-134160), as amended, initially filed with the Securities
and Exchange Commission on May 16, 2006.

Incorporated by reference into this document to the exhibit to the Company’s Current Report
on Form 8-K filed with the Securities and Exchange Commission on October 24, 2007.
Incorporated by reference in this document to the Company’s Quarterly Report on Form 10-Q
for the quarter ended September 30, 2006 (File No. 001-32971).

Incorporated by reference in this document to the exhibit to the Company’s Quarterly Report
on Form 10-Q} for the quarter ended September 30, 2007 (File No. 001-32971),

Incorporated by reference in this document to the appendix to the Company’s Definitive
Proxy Statement filed with the Securities and Exchange Commission on April 12, 2007,
Incorporated by reference into this document to the exhibit to the Company’s Quarterly
Report on Form 10-Q for the quarter ended June 30, 2007 (File No. 001-32971).
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FoX CHASE BANCORP, INC.

Management’s Report on Internal Control Over Financial Reporting

The management of Fox Chase Bancorp, Inc. (the “Company”) is responsible for establishing and
maintaining adequate internal control over financial reporting. The internal control process has been
designed under our supervision to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of the Company’s financial statements for external reporting purposes in
accordance with U.S. generally accepted accounting principles.

Management conducted an assessment of the effectiveness of the Company’s internal control over
financial reporting as of December 31, 2007, utilizing the framework established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). Based on this assessment, management has determined that the Company’s
internal control over financial reporting as of December 31, 2007 is effective.

Our internal control over financial reporting includes policies and procedures that pertain to the
maintenance of records that accurately and fairly reflect, in reasonable detail, transactions and
dispositions of assets; and provide reasonable assurances that: (1) transactions are recorded as necessary
to permit preparation of financial statements in accordance with U.S. generally accepted accounting
principles; (2) receipts and expenditures are being made only in accordance with authorizations of
management and the directors of the Company; and (3) unauthorized acquisition, use, or disposition of
the Company’s assets that could have a material effect on the Company’s financial statements are
prevented or timely detected.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even
those systems determined to be effective can provide only reasonable assurance with respect to financial
staterment preparation and presentation. Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inadequate because of changes in conditions, or
that the degree of compliance with the policies or procedures may deteriorate.

KPMG LLP, an independent registered public accounting firm, has audited the Company’s consolidated
financial statements as of and for the year ended December 31, 2007, and the effectiveness of the
Company’s internal control over financial reporting as of December 31, 2007, as stated in their reports,
which are included herein.

Thomas M. Petro
President and Chief Executive Officer

iy D —

Jerry D. Holbrook
Chief Financial Officer and Secretary

March 12, 2008




Fox CHASE BANCORP, INC.

Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Fox Chase Bancorp, Inc.:

We have audited the accompanying consolidated statements of condition of Fox Chase Bancorp, Inc. and
subsidiary {the Company) as of December 31, 2007 and 2006, and the related consolidated statements of
operations, changes in equity, and cash flows for each of the years in the three-year period ended
December 31, 2007. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based
on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financiai statements referred to above present fairly, in all material
respects, the financial position of Fox Chase Bancorp, Inc. and subsidiary as of December 31, 2007 and
2006, and the results of their operations and their cash flows for each of the years in the three-year period
ended December 31, 2007, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 1 to the consolidated financial statements, the Company adopted Statement of
Financial Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pensions and
Other Post Retirement Plans,” effective December 31, 2006.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the Company’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control - Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSQ), and our report dated March 12, 2008
expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial
reporting.

KPMe LIP

Philadelphia, Pennsylvania
March 12, 2008




FoX CHASE BANCORP, INC.

Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Fox Chase Bancorp, Inc.:

We have audited the internal control over financial reporting of Fox Chase Bancorp, Inc. and subsidiary (the
Company) as of December 31, 2007, based on criteria established in /nfernal Control - Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company's
management is responsible for maintaining effective internal control over financial reporting and for its assessment
of the effectiveness of internal control over financial reporting, included in the accompanying Management's Report
on Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Qur audit also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company's internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, Fox Chase Bancorp, Inc. and subsidiary maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2007, based on criteria established in Internal Control - Integrated
Framework issued by the COSO.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated statements of condition of the Company as of December 31, 2007 and 2006, and the related
consolidated statements of operations, changes in equity, and cash flows for each of the years in the three-year
period ended December 31, 2007, and our report dated March 12, 2008 expressed an unqualified opinion on those
consolidated financial statements.

KPres LIP

Philadelphia, Pennsylvania
March 12, 2008




Fox CHASE BANCORP, INC.

CONSOLIDATED STATEMENTS OF CONDITION (IN THOUSANDS, EXCEPT SHARE DATA)

December 31,
2007 2006
ASSETS
Cash and due from banks $ 3307 § 3,295
Interest-earning demand deposits in other banks 7,968 131,146
Money market funds 20,000 -

Total cash and cash equivalents 31,275 134,441
Investment securities available-for-sale 91,159 70,112
Mortgage related securities available-for-sale 205,145 158,320
Loans held for sale - 1,194
Loans, net of allowance for loan losses of $3,376 at December 31,

2007 and $2,949 at December 31, 2006 447,035 355,617
Federal Home Loan Bank stock, at cost 5,875 4,422
Bank-owned life insurance 11,762 11,324
Premises and equipment 14,466 14,287
Accrued interest receivable 3,360 3,397
Mortgage servicing rights 1,066 1,177
Deferred tax asset, net 410 1,087
Other assets 1,366 1,607

Total Assets $ 812,919 $ 756,985

LIABILITIES AND STOCKHOLDERS’ EQuiTy

LIABILITIES
Deposits $ 585,560 $ 596,534
Federal Home Loan Bank advances 80,000 30,000
Other borrowed funds 20,000 -
Advances from borrowers for taxes and insurance 2,374 2,262
Accrued interest payable 504 298
Accrued expenses and other liabilities 2,110 2,246

Total Liabilities 690,548 631,340

STOCKHOLDERS® EQUITY
Preferred stock ($.01 par value; 1,000,000 shares authorized, none

issued and outstanding at December 31, 2007 and December 31,

2006) - .
Common stock ($.01 par value; 35,000,000 shares authorized,

14,679,750 shares issued and 14,352,750 shares outstanding at

December 31, 2007 and 14,679,750 shares issued and outstanding

at December 31, 2006) 147 147
Additional paid-in capital 62,909 62,365
Treasury stock (at cost, 327,000 shares at December 31, 2007, none at

December 31, 2006) (3,924) -
Common stock acquired by benefit plans (8,732) (5,371
Retained eamings 71,475 69,545
Accumulated other comprehensive income (loss), net 496 (1,041)

Total Stockholders’ Equity 122,371 125,645

Total Liabilities and Stockholders’ Equity 5 812,919 85 756,985

The accompanying notes are an integral part of these consolidated financial statements.
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Fox CHASE BANCORP, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS (IN THOUSANDS, EXCEPT PER SHARE DATA)

INTEREST INCOME
Interest and fees on loans
Interest on money market funds
Interest on mortgage related securities

Interest on investment securities available-for-sale

Taxable
Nontaxable
Dividend income
Other interest income
Total Interest Income
INTEREST EXPENSE
Deposits
Federal Home Loan Bank advances
Other borrowed funds
Total Interest Expense
Net Interest Income
Provision {credit) for loan losses

Net Interest Income after Provision {Credit)

for loan losses
NONINTEREST INCOME
Service charges and other fee income
Net gain (loss) on sale of:
Securities available for sale
Loans
Assets acquired through foreclosure
Premises and equipment
Income on bank-owned life insurance
Other
Total Noninterest Income
NONINTEREST EXPENSE
Salaries, benefits and other compensation
Occupancy expense
Furniture and equipment expense
Data processing costs
Professional fees
Marketing expense
FDIC premiums
Contribution to charitable foundation
Other
Total Noninterest Expense
Income Before Income Taxes
Income tax provision
Net Income
Eamings per share (1):
Basic
Diluted

(1} Due to the timing of the Bank's recrganization into the mutual holding company form and the completion of the Company’s initial public offering on September 29, 2006, carnings per

Years Ended December 31,

2007 2006 2005

$ 25361 $ 21,742 § 25722
40 - -

7,329 8,035 5,641
2,987 3,523 3,061

924 934 754

249 370 874

4,167 2,573 1,549
41,057 37,177 37,601
20,526 18,974 19212

1,642 1,485 1,485
82 - -

22,250 20,459 20,697
18,807 16,718 16,904

425 (5,394) (6,025)

18,382 22,112 22,929

842 1,138 882

169 an (809)

78 199 567

- 85 6

970 (59) (161)

438 427 448

199 300 281

2,696 2,073 1,214

9,949 9,194 7,442

1,828 1,496 1,812

940 1,060 826

1,537 1,514 1,452

1,846 1,781 1,127

645 621 373

84 796 765
. 1,500 -

1,859 1,905 1,411

18,688 19,867 15,208

2,390 4318 8,935

460 684 2,975

$ 1930 $§ 3634 § 5960
$ 0.4 $ 0.14 -
$ 0.14 $ 0.14 .

share information for the year ended December 31, 2006 is only for September 29, 2006 through December 31, 2006.

The accompanying notes are an integral part of these consolidated financial statements.




Fox CHASE BANCORP, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY (IN THOUSANDS)
For the Years Ended December 31, 2007, 2006 and 2005

Common Accumulated
Stock Other
Additional Acquired Comprehensive
Common Paid in Treasury by Retained Income/ Total
Stock Capital Stock "~ Benefit Plans  Earnings (L.oss) Equity

BALANCE - JANUARY 1, 2005 $ - b - $ - 3 - $ 59,951 3 (761) $ 59,190
Net income 5,960 5,960
Other comprehensive loss (1,629) (1,629)
BALANCE - DECEMBER 31,2005 3 - $ - b3 - 5 - $65,911 $ (2390) §$ 63,521
Sale of 6,395,835 shares of common

stock in initial public offering,

issuance of 8,148,915 to the mutual

holding company and issuance of

135,000 to the charitable foundation 147 62,201 62,348
Common stock acquired by ESOP (5,755) (5,755)
Unallocated ESOP shares committed

to employees 128 384 512
Shares allocated in long-term

incentive plan 36 36
Adjustment to initially apply SFAS

No. 158, net of tax (98) (98)
Net income 3,634 3,634
Other comprehensive income 1.447 1,447
BALANCE - DECEMBER 31,2006 § 147 §$ 62,365 $ - §  (5371) $69545 § (1,041) §125,645
Purchase of treasury stock, net (3,924) (3,924)
Purchase common stock held in trust (3,745) (3,745)
Restricted stock expense 271 27
Unallocated ESOP shares committed

to employees 114 384 498
Shares allocated in long-term

incentive plan 159 159
Net income 1,930 1,930
Other comprehensive income 1,537 1,537
BALANCE - DECEMBER 31,2007 § 147 § 62,909 $(3.924y § (8732) $71,475 $ 496 §$122,371

The accompanying notes are an integral part of these consolidated financial statements.




Fox CHASE BANCORP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS (IN THOUSANDS)

Years Ended December 31,

2007 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Net income 31,930 $3,634 $5,960
Adjustments to reconcile net income to net cash provided by operating
activities:
Provision {credit) for loan losses 425 (5,394) (6,025)
Depreciation 1,024 1,229 1,193
Net amortization of securities premiums and discounts 231 809 1,895
(Benefit) provision for deferred income taxes (141) 997 2,025
Shares committed to be relcased to the ESOP 498 512 -
Shares ezmed in the long-term incentive plan 159 36 -
Stock based compensation expense 21 - -
Onrigination of loans held for sale (6,764) {21,774) (357)
Proceeds from sales of loans held for sale 7,988 20,914 -
Net realized (gains) losses on sales of assets acquired through
foreclosure and fixed assets (970) (26) 155
Net realized gain on sales of mortgage related securities - - (108)
Net (gain) loss on sales and impairment of sccurities (169) 17 917
Net gain on sales of toans and loans held for sale (18) (199) (567)
Eamings on investment in bank-owned life insurance (438) (427) {448)
Decrease (increase) in mortgage servicing rights 11 %) (531}
Decrease (increase) in accrued interest receivable and other assets 626 250 (991)
Increase (decrease) in accrued interest payable, accrued expenses and
other liabilities 79 {565) 3,555
Net Cash Provided by Operating Activities 4.782 4 6,673
CASH FLOWS FROM INVESTING ACTIVITIES
Net maturities of interest-earning time deposits in other banks - 600 2,574
Equity investment in unconsolidated entity (300) - -
[nvestment securitics - available for sale:
Purchases {96,264) (28,418) (17,231)
Proceeds from sales 36,268 17,205 17,409
Proceeds from maturities, calls and principal repayments 39,677 84,075 1,063
Mortgage related securities — available for sale:
Purchases (91,720) (31,789) {92,637)
Proceeds from sale - - 9,976
Proceeds from maturities, calls and principal repayments 46,451 61,396 74,918
Net (increase) decrease in loans (39,779 12,209 38,920
Purchases of loan participations (32.064) - -
Proceeds from sales of loans - 4,000 83,784
Net (increase) decrease in Federal Home Loan Bank stock (1,453) (276) 1,355
Purchases of premises and equipment (2,609 (1,422) (904)
Proceeds from sales of fixed assets and assets acquired through foreclosure 2,376 192 -
Net Cash (Used) Provided by Investing Activities (159417) 117,772 119,227
CASH FLOWS FROM FINANCING ACTIVITIES
Net decrease in deposits (10,974) (85,773 (122,943)
Increase (decrease) in advances from bomrowers for taxes and insurance 112 (241) (593)
[ncrease in FHLB advances 50,000 - -
Increase in other borrowings 20,000 - -
Proceeds from stock issuance, net of conversion costs - 62,348 -
Acquisition of stock for ESOP plan - (5,755) -
Acquisition of stock for equity incentive plan (3,745) - -
Purchase of treasury stock {3,924} - -
Net Cash Provided (Used) by Financing Activities 51,469 (29,421) (123,536)
Net (Decrease) Increase in Cash and Cash Equivalents (103,166) 88,355 2,364
CASH AND CASH EQUIVALENTS = BEGINNING 134,441 46,086 43,722
CASH AND CASH EQUIVALENTS — ENDING $ 31,275 $ 134441 $ 46,086
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Interest paid 3 22,287 3 20,363 $ 20,737
Income taxes paid $ 319 $ 487 $ 1441
Transfers of loans to asseis acquired through foreclosure § - $ - $ 107

The accompanying notes are an integral part of these consolidated financial statements.
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Fox CHASE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business

Fox Chase Bancorp, Inc. (the “Bancorp”) was organized on September 29, 2006 under the laws of the
United States for the purpose of being a holding company for Fox Chase Bank (the “Bank”), a stock
savings bank also organized under the laws of the United States. On September 29, 2006, the
Bancorp completed its initial public offering in which it sold 6,395,835 shares, or 43.57%, of its
outstanding common stock to the public, including 575,446 shares purchased by the Fox Chase Bank
Employee Stock Ownership Plan (the “ESOP”). An additional 8,148,915 shares, or 55.51% of the
Bancorp’s outstanding stock, were issued to Fox Chase MHC, the Bancorp’s federally chartered
mutual holding company. Net proceeds of the offering totaled $56.6 million. Additionally, the
Bancorp contributed $150,000 in cash and issued 135,000 shares, or 0.92% of its outstanding
common stock, to the Fox Chase Bank Charitable Foundation.

The Bancorp’s primary business has been that of holding the common stock of the Bank and making
a loan to the ESOP. Fox Chase Bancorp, Inc. is authorized to pursue other business activities
permissible by laws and regulations for other savings and loan holding companies.

The Bancorp and the Bank (collectively referred to as the “Company”) provides a wide variety of
financial products and services to individuals and businesses through the Bank’s eleven branches in
Philadelphia, Richboro, Willow Grove, Warminster, Lahaska, Hatboro, Media and West Chester,
Pennsylvania, and Ocean City, Marmora and Egg Harbor Township, New Jersey. The operations of
the Company are managed as a single business segment. The Company competes with other financial
institutions and other companies that provide financial services.

The Company is subject to regulations of certain federal banking agencies. These regulations can and
do change significantly from period to period. The Company also undergoes periodic examinations
by regulatory agencies which may subject them to further changes with respect to asset valuations,
amounts of required loss allowances and operating restrictions resulting from the regulators’
judgments based on information available to them at the time of their examinations.

Principles of Consolidation and Presentation

The consolidated financial statements include the accounts of both the Bancorp and the Bank. The
Bank’s operations include the accounts of its wholly owned subsidiary, Fox Chase Financial, Inc.
Fox Chase Financial, Inc. is a Delaware chartered investment holding company whose sole purpose is
to manage and hold investment securities. The consolidated financial statements include the Bancorp
beginning on September 29, 2006. The consolidated financial statements and related notes include
only the activity and balances of the Bank and its subsidiary through September 29, 2006. The
financial statements do not include the transactions and balances of Fox Chase MHC. All material
inter-company transactions and balances have been eliminated in consolidation. Prior pertod amounts
are reclassified, when necessary, to conform with the current year’s presentation.

The Company follows accounting principles and reporting practices which are in compliance with
U.S. generally accepted accounting principles (“GAAP”). The preparation of the financial statements
in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates. Material estimates that are particularly




Fox CHASE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

susceptible to significant change in the near term relate to the determination of the allowance for loan
losses, the valuation and realizability of deferred tax assets, the valuation of mortgage servicing rights
and the evaluation of other than temporary impairment of investments.

Risk and Uncertainties

In the normal course of its business, the Company encounters two significant types of risk: economic
risk and regulatory risk. There are three main components of economic risk: interest rate risk, credit
risk and market risk. The Company is subject to interest rate risk to the degree that its interest-
bearing liabilities mature or reprice at different speeds, or on a different basis from its interest-carning
assets. The Company’s primary credit risk is the risk of defaults in the Company’s loan portfolio that
result from borrowers’ inability or unwillingness to make contractually required payments. The
Company’s lending activities are concentrated in Southeastern Pennsylvania and Southern New
Jersey. The ability of the Company’s borrowers to repay amounts owed is dependent on several
factors, including the economic conditions in the borrowers’ geographic regions and the borrowers’
financial conditions. Market risk reflects changes in the value of the collateral underlying loans, the
valuation of real estate held by the Company, and the valuation of loans held for sale, securities,
mortgage servicing assets and other investments.

The Company is subject to the regulations of various government agencies. These regulations do
change significantly from period to period. The Company also undergoes periodic examinations by
regulatory agencies that may subject them to further changes with respect to asset valuations, amounts
required for the allowance for loan losses and operating restrictions resulting from the regulators’
judgment based on information available to them at the time of their examination.

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash and due from banks,
interest-carning demand deposits in other banks and money market funds. At times, such balances
exceed the FDIC limits.

Investment and Mortgage Related Securities

The Company accounts for its investment securities in accordance with Statement of Financial
Accounting Standards (SFAS) No. 115, “Accounting for Certain Investments in Debt and Equity
Securities,” This standard requires, among other things, that debt and equity securities are classified
into three categories and accounted for as follows:

e Debt securities with the positive intention to hold to maturity are classified as “held-to-
maturity” and reported at amortized cost.

e Debt and equity securities purchased with the intention of selling them in the near future are
classified as “trading securities” and are reported at fair value, with unrealized gains and
losses included in earnings.

e Debt and equity securities not classified in either of the above categories are classified as
“available-for-sale securities” and reported at fair value, with unrealized gains and losses
excluded from earnings and reported, net of tax, as increases or decreases in other
comprehensive income, a separate component of stockholders’ equity. Securities classified




Fox CHASE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

as available-for-sale are those securities that the Company intends to hold for an indefinite period of
time but not necessarily to maturity. Any decision to sell a security classified as available-for-sale
would be based on various factors, including significant movement in interest rates, changes in
maturity or mix of the Company's assets and liabilities, liquidity needs, regulatory capital
considerations and other similar factors.

Management determines the appropriate classification of debt securities at the time of purchase and
re-evaluates such designation as of each balance sheet date.

Purchase premiums and discounts are recognized in interest income using the interest method over
the terms of the securities. Because of the volatility of the financial markets in which securities are
traded, there is the risk that any future fair value could be significantly less than that recorded or
disclosed in the accompanying financial statements. Declines in the fair value of available-for-sale
securities below their cost that are deemed to be other than temporary are reflected in earnings as
realized losses. In estimating other-than-temporary impairment losses, management considers (1) the
length of time and the extent to which the fair value has been less than cost, (2) the financial
condition and near-term prospects of the issuer and (3) the intent and ability of the Company to retain
its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair
value. Gains and losses on the sale of securities are recorded on the trade date and are determined
using the specific identification method.

Federal law requires a member institution of the Federal Home Loan Bank System to hold stock of its
district Federal Home Loan Bank according to a predetermined formula. This stock is carried at cost,

Loans Held for Sale

The Company originates mortgage loans for investment and for sale. At origination, a mortgage loan
is identified as either for sale or for investment. Mortgage loans originated and intended for sale in
the secondary market are carried at the lower of aggregate cost or estimated fair value. Net
unrealized losses are recognized by charges to operations. Cash payments and cash receipts resulting
from acquisitions and sales of loans are classified as operating cash flows if those loans are acquired
spectfically for resale and are carried at fair value or the lower of cost or fair value. Cash receipts
resulting from sales of loans that were not specifically acquired for resale are classified as investing
cash inflows regardless of a change in the purpose for holding those loans.

Mortgage Servicing Rights

Upon the sale of a residential mortgage loan where the Company retains servicing rights, a mortgage
servicing right is recorded. GAAP requires that mortgage servicing rights on these loans be amortized
into income over the estimated life of the loans sold using the interest method. Such assets are
subject to a disaggregated impairment test at the end of each reporting period, based on the
predominant risk characteristics of the underlying loans.

Loans, Loan Origination Fees and Uncollected Interest

Loans are recorded at cost, net of unearned discounts, deferred fees and allowances. Discounts or
premiums on purchased loans are amortized using the interest method over the remaining contractual
life of the portfolio, adjusted for actual prepayments. Loan origination fees and certain direct
origination costs are deferred and amortized using the interest method over the contractual life as an
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Fox CHASE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

adjustment to yield on the loans. Interest income is accrued on the unpaid principal balance. From
time-to-time, the Company sells certain loans for liquidity purposes or to manage interest rate risk.

The accrual of interest is generally discontinued when the contractual payment of principal or interest
has become 90 days past due or management has serious doubts about further collectibility of
principal or interest, even though the loan is currently performing. A loan that is more than 90 days
past due may remain on accrual status if it is in the process of collection and is either guaranteed or
well secured. When a loan is placed on nonaccrual status, unpaid interest income is reversed and the
amortization of net deferred loan fees is suspended. Interest received on nonaccrual loans generally is
cither applied against principal or reported as interest income, according to management’s judgment
as to the ultimate collectibility of principal. Generally, loans are restored to accrual status when the
obligation is brought current, has performed in accordance with the contractual terms for a reasonable
period of time and the ultimate collectibility of the total contractual principal and interest is no longer
in doubt.

Allowance for Loan Losses

The allowance for loan losses is adjusted through increases or reductions in the provisions for loan
losses charged against or credited to income. Loans deemed to be uncollectible are charged against
the allowance for loan losses, and subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is maintained at a level representing management’s best estimate of
known and inherent losses in the portfolio, based upon management’s evaluation of the portfolio’s
collectibility. Management’s evaluation is based upon an analysis of the loan portfolio, loss
experience in particular segments of the portfolio, trends and absolute levels of classified and
criticized loans, trends and absolute levels in delinquent loans, trends in risk ratings, trends in
industry charge-offs by particular segments and changes in existing general economic and business
conditions affecting our lending areas and the national economy. While management uses the best
information available to make its evaluations, such evaluations are highly subjective, and future
adjustments to the allowance may be necessary if conditions differ substantially from the assumptions
used in making the evaluations. In addition, various regulatory agencies periodically review the
Company’s allowance for loan losses. Such agencies may require the Company to recognize
adjustments to the allowance, based on their judgments at the time of their examination.

Loans are deemed impaired when, based on current information and events, it is probable that the
Company will be unable to collect all proceeds due according to the contractual terms of the loan
agreement. Factors considered by management in determining impairment include payment status,
collateral value and the probability of collecting scheduled principal and interest payments when due.
For purposes of applying measurement criteria for impaired loans, the Company generally excludes
large groups of smaller homogenous loans, primarily consisting of residential real estate and
consumer loans, as well as commercial loans with balances of less than $100,000.

Impairment is measured on a loan by loan basis for commercial loans by either the present value of
expected future cash flows discounted at the loan’s effective interest rate, the loan’s obtainable
market price or the fair value of the collateral if the loan is collateral dependent.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Assets Acquired Through Foreclosure

Real estate and other repossessed collateral acquired through a foreclosure or by a deed-in-lieu of
foreclosure are classified as assets acquired through foreclosure. Assets acquired through foreclosure
are carried at the lower of cost or fair value, net of estimated selling costs. Costs related to the
development or improvement of a foreclosed property are capitalized; holding costs are charged to
expense as incurred. The Company had no such assets as of December 31, 2007 and 2006.

Bank-Owned Life Insurance

The Company has invested in bank-owned life insurance (“BOLI”). BOLI involves the purchasing of
life insurance by the Company on a chosen group of employees and directors. The Company is the
owner and beneficiary of the policies. This life insurance investment is carried at the cash surrender
value of the underlying policies. Income from the increase in cash surrender value of the policies is
included in noninterest income in the consolidated statements of operations.

Premises and Equipment

Premises and equipment are carried at cost less accumulated depreciation. Depreciation is computed
on the straight-line method over the assets’ estimated useful lives or, for leasehold improvements,
over the life of the related lease if less than the estimated useful life of the asset. The estimated useful
life is generally 10-39 years for buildings and 3-7 years for furniture and equipment. When assets are
retired, or otherwise disposed of, the cost and related accumulated depreciation are removed from the
accounts. The cost of maintenance and repairs is charged to expense when incurred and renewals and
improvements are capitalized. Rental concessions on leased properties are recognized over the life of
the lease.

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales when conirol over the assets has been
surrendered. Control over transferred assets is deemed to be surrendered when (1) the assets have
been isolated from the Company, (2) the transferee obtains the right (free of conditions that constrain
it from taking advantage of that right) to pledge or exchange the transferred assets and (3) the
Company does not maintain effective control over the transferred assets through an agreement to
repurchase them before maturity.

Income Taxes

The Company accounts for income taxes under the asset/liability method. Deferred tax assets are
recognized for deductible temporary differences and deferred tax liabilities are recognized for taxable
temporary differences. Temporary differences are the differences between the reported amounts of
assets and liabilities and their tax bases. Deferred tax assets are reduced by a valuation allowance
when, in the opinion of management, it is more likely than not that some portion of the deferred tax
assets will not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes in
tax laws and rates on the date of enactment. The Company files a consolidated federal income tax
return and individual state and local income tax returns.




Fox CHASE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

On January 1, 2007, the Company adopted Financial Interpretation No. 48 (FIN 48), “Accounting for
Uncertainty in Income Taxes — an Interpretation of SFAS Statement No. 109”. FIN 48 requires the
Company recognize a tax position if it is more likely than not that the tax position will be sustained
upon examination, including resolution of any related appeals or litigation processes, based on the
technical merits of the position. If the tax position meets the more-likely-than-not recognition
threshold, the position is measured to determine the amount of the benefit to recognize and is
measured at the largest amount of benefit that is greater than 50% likely of being realized upon
settlement. The Company has no material tax exposure matters that are accrued as of December 31,
2007. The Company’s policy is to account for interest as a component of interest expense and
penaltics as a component of other expense. The Company adopted this statement in 2007 and there
was no effect on its results of operations or financial position.

Marketing and Advertising

The Company expenses marketing and advertising costs as incurred.

Off-Balance Sheet Financial Instruments

In the ordinary course of business, the Company has entered into off-balance sheet financial
instruments consisting of commitments to extend credit. Such financial instruments are recorded in
the balance sheet when they are funded. The Company uses the same credit policies in making
commitments and conditional obligations as it does for on-balance sheet financial instruments.

Pension Plan

SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement
Plans,” became effective as of December 31, 2006, and requires recognition of an asset or liability in
the statement of condition reflecting the funded status of the Pension Plan with current year changes
in the funded status recognized in other comprehensive income (loss), net. SFAS No. 158 did not
change the existing criteria for measurement of periodic benefit costs, plan assets or benefit
obligations.

The following table summarizes the incremental effects of the initial adoption of SFAS No. 158 on
our Statement of Condition at December 31, 2006 (doliars in thousands).

Before After
Application of SFAS No. 158 Application
SFAS No. 158 Adjustments of SFAS No.158
Other assets $ 1,668 § 61 3 1,607
Total assets 756,996 (1) 756,985
Deferred tax asset 1,037 50 1,087
Accrued expenses and other liabilities 2,159 87 2,246
Total liabilities 631,253 37 631,340
Accumulated other comprehensive
loss (943) (98) (1,041)
Total stockholders’ equity 125,743 (98) 125,645
Total liabilities and stockholders’
cquity 756,996 (11) 756,985

See Note 9 for further details on the Bank’s pension plan.
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Fox CHASE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Employee Stock Ownership Plan

The ESOP is accounted for in accordance with the provisions of Statement of Position No. 93-6,
“Employer Accounting for Employee Stock Ownership Plans.” The funds borrowed by the ESOP
from the Bancorp to purchase shares of common stock in the Company’s initial public offering are
being repaid from the Bank’s contributions over a period of 15 years. The Bancorp’s common stock
not vet allocated to participants is recorded as a reduction of stockholder’s equity at cost. The
Bancorp’s loan to the ESOP and the ESOP’s note payable are not reflected in the consolidated
statements of condition.

Compensation expense for the ESOP is based on the average market price of the Company’s stock
and is recognized as shares are committed to be released to participants. The note receivable and
related interest income are included in the parent company financial statements presented in Note 18.

Stock Based Compensation

On December 16, 2004, the Financial Accounting Standards Board (“FASB™) issued SFAS No.
123R, “Share-Based Payment,” which replaced SFAS No. 123, “Accounting for Stock-Based
Compensation” and superseded APB Opinion No. 25, “Accounting for Stock Issued to Employees.”
SFAS No. 123R requires that all share-based payments to directors and employees, including grants
of stock options and restricted stock awards, be recognized as compensation costs in the financial
statements based on their fair values. The effective date of this statement for the Company was
January 1, 2006. We adopted this standard as required, in the accounting for the Long-Term
Incentive Plan in 2006, which includes unvested shares (See Note 9). Employee stock options and
restricted stock issued in 2007 under the 2007 Equity Incentive Plan are being accounted for under
SFAS No. 123R. See Note 10 for further details on the 2007 Equity Incentive Plan.

Per Share Information

The Company follows the provisions of SFAS No. 128, “Earnings Per Share.” Basic earnings per
share exclude dilution and is computed by dividing income available to common stockholders by the
weighted-average common shares outstanding during the period. Diluted earnings per share takes
into account the potential dilution that could occur if securities or other contracts to issue common
stock were exercised and converted into common stock. Unallocated shares in the ESOP (See Note
9) and shares purchased to fund the 2007 Equity Incentive Plan (See Note 13) are not included in
either Basic or Diluted earnings per share. Earnings per share are not presented for 2005 since the
Company did not complete its initial public offering until September 29, 2006.

Earnings per share (“EPS”), basic and diluted, were $0.14 for each of the years ended December 31,
2007 and 2006. Due to the timing of the Bank’s reorganization into a mutual holding company form
and the completion of the Company’s initial public offering on September 29, 2006, earnings per
share information for the year ended December 31, 2006 is only from September 29, 2006 through
December 31, 2006,




Fox CHASE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The following table presents the reconciliation of the numerators and denominators of the basic and
diluted EPS computations.

Year Ended
December 31,
2007 2006

Net income (for 2006, includes only the period
from September 29, 2006 to December 31, 2006) £ 1,930,000 3 2,015,000
Weighted-average common shares outstanding 14,657,315 14,679,750
Average common stock acquired by stock benefit plans:

Unvested shares — long-term incentive plan (38,161) {36,381)

ESOP shares unallocated (519,311) (562,522)

Shares purchased by trust (71,042) -
Weighted-average common shares used

to calculate basic earnings per share 14,028,801 14,080,847
Dilutive effect of:

Unvested shares — long-term incentive plan 38,161 36,381
Restricted stock awards 1,858 -

Weighted-average common shares used

to calculate diluted earnings per share 14 820 __14.117,228
Eamings per share-basic $ 0.14 3 0.14
Earnings per share-diluted 3 0.14 b 0.14
Outstanding common stock equivalents having no dilutive effect 720,342 -
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Fox CHASE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2 - ADJUSTMENTS OF ACCOUNTING ERRORS IN 2006

During 2006, management identified and corrected certain accounting errors that occurred in prior years.
Management evaluated the quantitative and qualitative impact of the corrections, individually and in the
aggregate, on previously reported periods, in the results of operations in 2006 and on reporting earnings
trends. Based upon this evaluation, management concluded that such errors were not material to the
Company’s consolidated financial statements taken as a whole. The adjustments, amounting to $313,000
(8207,000 after tax), increased expenses by $337,000 and increased other income by $24,000 in 2006.
Additionally, the Company reduced its tax contingency reserve and expense by $105,000 in 2006 after
reevaluating the Company’s tax position.

NOTE 3 - INVESTMENT AND MORTGAGE RELATED SECURITIES

The amortized cost and fair value of securities available-for-sale as of December 31, 2007 and 2006 are
summarized as follows:

December 31, 2007
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In Thousands)
Obligations of U.S. government agencies $ 10,000 $ 16 $ - 10016
State and political subdivisions 81,019 126 2) 81,143
91,019 142 ) 91,159
Mortgage related securities 204,362 1,078 (295) 205,145
Total securities $ 295,381 $ 1,220 $ (297 S 296,304
December 31, 2006
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
{In Thousands)
Obligations of U.S. government agencies § 42344 $ 4 $ @70) $ 41878
State and political subdivisions 24,126 141 (48) 24,219
Corporate debt securities 4,017 - ()] 4,015
70,487 145 (520) 70,112
Mortgage related securities 159,369 299 (1,348) 158,320
Total securities $ 229,856 $ 444 $ (1,868) § 228,432




Fox CHASE BANCORP, INC,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3 - INVESTMENT AND MORTGAGE RELATED SECURITIES (CONTINUED)

Obligations of U.S. government agencies include $10.0 million of investments in debt of the FHLB at
December 31, 2007 that are not backed by the full faith and credit of the U.S. government.

Investments of state and political subdivisions include $60.0 million of Pennsylvania Higher Education
Assistance Agency auction rate bonds at December 31, 2007. These bonds are subject to a new auction
on a 28-day basis, had a weighted average rate of 6.28% at December 31, 2007, have a 40 year life and a
contractual maturity of 2046 and 2047,

The following tables show gross unrealized losses and fair value of securities, aggregated by security
category and length of time that individual securities have been in a continuous unrealized loss position,

at December 31, 2007 and 2006:

State and political subdivisions
Mortgage related securities

Total securities

Obligations of U1.S.
government agencies

State and political subdivisions

Corporate debt securities

Mortgage related securities

Total securities

December 31, 2007
Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
(In Thousands)
$ 597 $ (1) $§ 672 $ (D $ 1,269 $ (2
32,627 (78) 25,977 (217) 58.604 (295)
$33,224 $(79) $26,649 $(218) $59,873 $(297)
December 31, 2006
Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
(In Thousands)
$9,265 $(19) $29614 $ 451 $ 38,879 $ (470)
2,632 8) 2,708 (40) 5,340 (48)
. . 4,015 2) 4,015 @)
52,588 (249) 69,023 {1,099) 121,611 {1,348)
$64,485 5{276) $105,360 $(1,592) $169,845 $(1,868)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3 - INVESTMENT AND MORTGAGE RELATED SECURITIES (CONTINUED)

Management evaluates securities for other-than-temporary impairment on a quarterly basis, and more
frequently when economic or market concerns warrant. Management does not believe that any individual
unrealized loss represents an other-than-temporary impairment at December 31, 2007. The temporary
impairment on all other investments is directly related to changes in market interest rates. In general, as
interest rates rise, the fair value of fixed-rate securities will decrease and, as interest rates fall, the fair
value of fixed-rate securities will increase. Of the 40 securities with a terporary impairment at December
31, 2007, all have a credit rating of AAA. These individual impairments are deemed temporary based on
the direct relationship to movements in interest rates, as well as the relatively short duration of the
investments and their high credit quality, and the Company’s ability and intent to hold these investments
to recovery. Securities that have been impaired greater than twelve months include primarily mortgage-
related securities. The decline in fair value of these securities was deemed temporary due to positive
factors supporting the recoverability of these securities and the Company’s ability and intent to hold these
investments to recovery. Positive factors considered include timely principal payments and the financial
health of the issuer.

Additionally, the Company had one private issue residential mortgage-related security at December 31,
2007. This security has a credit rating of AAA and its balance was $1.2 million and $1.7 million at
December 31, 2007 and 2006, respectively. This security has an unrealized gain of $27,000 and $5,000 as
of December 31, 2007 and 2006, respectively.

The amortized cost and estimated fair value of investment securities available-for-sale at December 31,
2007 by contractual maturity are as follows:

December 31, 2007
Amortized Fair
Cost Value
(In Thousands)

Due in one year or less b - 3 -
Due after one year through five years - -
Due after five years through ten years 21,017 21,085
Due after ten years 70,002 70,074

$ 91,019 % 91,159

Gross gains of $169,000, $0 and $226,000 and gross losses of $0, $17,000 and $641,000 were realized on
sales of securities during the years ended December 31, 2007, 2006 and 2005, respectively. The
Company also incurred a $394,000 impairment loss related to a mutual fund investment during the year
ended December 31, 2005,

Securities with a carrying value of $5.0 million and $4.9 million at December 31, 2007 and 2006,
respectively, were pledged to secure public deposits and for other purposes as required or permitted by
law.

Securities with a carrying value of $22.3 million at December 31, 2007 were pledged as collateral for $20
million in borrowed funds; See Note 8.
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Fox CHASE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4 - LOANS

The composition of net loans at December 31, 2007 and 2006 is provided below (in thousands).

December 31,
2007 2006
Real estate loans:
One-to-four family $215817 $ 209,463
Multi-family and commercial 76,287 44,681
Construction 46,471 11,568
338,575 265,712
Consumer loans:
Home equity 68,431 73,456
Automobile 565 1,030
Home equity lines of credit 9,642 10,468
Other 106 148
78,744 85,102
Commercial loans 33,356 8,194
Total loans 450,675 359,008
Deferred loan origination fees, net (264) (442)
Allowance for loan losses (3,376) (2,949)
Net loans $ 447,035 $ 355,617

The Company had approximately $30.8 million and $18.7 million of commercial mortgage and
construction loans concentrated in the Southern New Jersey shore area at December 31, 2007 and 2006,
respectively. Other than the commercial mortgage and construction loans in Southern New Jersey, a
majority of the Company’s loans are in the geographic areas near the Company’s branches in
Southeastern Pennsylvania and New Jersey.

The Company reclassified $21,000 and $3,000 of deposit accounts that were overdrawn to other consumer
loans as of December 31, 2007 and 2006, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4 — LOANS (CONTINUED)

The following table presents changes in the allowance for loan losses (in thousands):

Years Ended December 31,

2007 2006 2005
Balance, beginning $ 2,949 $ 8,349 $ 14,391
Provision (credit) for loan losses 425 (5,394) (6,025)
Loans charged off (2) (8) (17)
Recoveries 4 2 -
Balance, ending $ 3,376 $ 2,949 $ 8,349

The recorded investment in impaired loans requiring an allowance for loan losses was $559,000 at
December 31, 2007 and $0 at December 31, 2006. The related allowance for loan losses associated with
these loans was $109,000 at December 31, 2007 and $0 at December 31, 2006. For the years ended
December 31, 2007, 2006 and 2005, the average recorded investment in these impaired loans was
$47,000, $2,548,000 and $4,479,000, respectively. The interest income recognized on these impaired
loans was $30.000, $631,000 and $142,000 for the years ended December 31, 2007, 2006 and 2005,
respectively.

Loans on which the accrual of interest has been discontinued amounted to $260,000 at December 31,
2007 and $284,000 at December 31, 2006. If interest on such loans had been recorded in accordance with
contractual terms, interest income would have increased by $13,000, $10,000 and $200,000 in 2007, 2006
and 2005, respectively. There were two loans totaling $559,000 and one loan totaling $2,941,000 past due
90 days or more and still accruing interest at December 31, 2007 and December 31, 2006. There were no
loans classified as troubled debt restructurings as of December 31, 2007 and 2006.

As of December 31, 2007, the Bank had one interest rate swap in the notional amount of $1.2 million to
hedge a 15-year fixed rate loan, which was earning interest at 7.43%. The Company is receiving a
variable rate payment of three-month LIBOR plus 2.24% and will pay fixed rate payments of 7.43%. The
swap matures in April 2022 and had a market value loss position of $60,000 at December 31, 2007.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 5 — MORTGAGE SERVICING ACTIVITY

Loans serviced for others are not included in the accompanying consolidated statements of condition.
The unpaid principal balances of these loans were $118,080,000 at December 31, 2007, $130,294,000 at
December 31, 2006, and $136,584,000 at December 31, 2005. The Company received fees, net of
amortization, from the servicing of loans of $210,000, $249,000 and $89,000 during 2007, 2006 and

2005, respectively.

The following summarizes mortgage-servicing rights for the years ended December 31, 2007, 2006 and
2005 (in thousands):

Years Ended December 31,

2007 2006 2005
Balance, beginning § 1,177 § 1,168 § 637
Mortgage servicing rights capitalized | 140 643
Mortgage servicing rights amortized (112) (131) (112)
Balance, ending $ 1066 $§ 1,177 § 1,168

The estimated amortization expense of amortizing mortgage servicing rights for each of the five succeeding
fiscal years after December 31, 2007 is as follows (in thousands):

2008 S (177)
2009 (156)
2010 (132)
2011 (1Hn
2012 (93)
Thereafter (397
Total $  (1,066)

As of December 31, 2007 and 2006, the fair value of the mortgage servicing rights (“MSRs”) was
$1,258,000 and $1,623,000, respectively. The fair value of the MSRs for these periods was determined
using a third-party valuation model that calculates the present value of estimated future servicing income,
The model incorporates assumptions that market participants use in estimating future net servicing
income, including estimates of prepayment speeds and discount rates. Mortgage loan prepayment speed
is the annual rate at which borrowers are forecasted to repay their mortgage loan principal and is based on
historical experience. The discount rate used to determine the present value of future net servicing income
- another key assumption in the model - is the required rate of return the market would expect for an asset
with similar risk. Both assumptions can, and generally will, change quarterly valuations as market
conditions and interest rates change.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 6 - PREMISES AND EQUIPMENT

The components of premises and equipment at December 31, 2007 and 2006 were as follows (in
thousands):

December 31,

2007 2006

Land $ 5,164 § 5,903
Buildings 13,257 12,083
Leasehold improvements 164 40
Fumiture, fixtures and equipment 4,774 4,849

23,359 22,875
Less: accumulated depreciation (8,893) (8,588)
Premises and Equipment, net $ 14,466 $ 14,287

During 2007, the Company sold its operations center premises and recorded a pre-tax gain of $874,000.

Land at December 31, 2007 includes an investment in a property in Absecon, New Jersey that the
Company is considering developing into a future branch. Land at December 31, 2006 also included a
second property that the Company had planned to develop for a future branch, During 2007, the Company
sold the second property for a pre-tax gain of $96,000.

As of December 31, 2007, the Company leased space for an operations center in Blue Bell, Pennsylvania,
a branch location in Media, Pennsylvania and certain office equipment. The leases are accounted for as
operating leases. The Blue Bell lease expires in July 2012 and, upon expiration, the Company has the
option to extend the lease for an additional five year period at the then prevailing market rate. The
following rental expenses were included in the Company’s financial statements (in thousands}):

2007 2006 2005
Office rent $ 401 % 9 § -
Equipment lease 23 12 -
$ 424 § 108 § -

The following table shows the minimum future rental payments under non-cancelable leases for property
and equipment at December 31, 2007 (in thousands):

2008 3 494
2009 496
2010 467
2011 460
2012 275
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NOTE 7 - DEPOSITS

The weighted average interest rate and balance of deposits at December 31, 2007 and 2006 consist of the

following (dollars in thousands):

December 31,

2007 2006

Weighted Weighted

Average Average

Interest Interest

Rate Amount Rate Amount
Non-interest bearing

demand accounts - % § 43,462 - % 5 41429
NOW accounts 1.70 39,299 1.80 50,717
Money market accounts 3.13 50,568 3.2] 29,770
Savings and club accounts 0.65 54,019 0.74 64,338
Certificates of deposit 4.71 398,212 443 410,280
3.64 % $ 585,560 344 % $ 596,534

The scheduled maturities of certificates of deposit for periods subsequent to December 31, 2007 are as

follows (in thousands):

2008
2009
2010
2011
2012
Thereafter

A summary of interest expense on deposits for the years ended December 31, 2007, 2006 and 2005 is as

follows (in thousands):

December 31,

2007

$ 244,019

85,587
30,637
21,739

1,684

14,546

__ 5308212

2007 2006 2005
i
NOW accounts $ 732 $ 1,104 §$ 1,826
Money market accounts 1,266 579 265
Savings and club accounts 424 557 748
Certificates of deposit 18,104 16,734 16,373
$20,526 $18974 § 19212
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 7 — DEPOSITS (CONTINUED)

The aggregate amount of certificates of deposit with a minimum denomination of $100,000 was
$77,264,000 and $73,945,000 at December 31, 2007 and 2006, respectively. In general, deposits in
excess of $100,000 are not insured by the Federal Deposit Insurance Corporation. Deposits for certain
retirement accounts are insured for up to $250,000.

NOTE 8 — BORROWINGS

The following is a summary of borrowed funds by type:

Maximum
Amount Weighted
Quitstanding Average Average
Weighted at Month Amount Interest
Balance Average End Outstanding Rate
at End of Interest During the During the  During the
Year Rate Year Year Year
(Dollars in thousands)
2007
FHLB advances $ 80,000 394% § 80,000 3 34,422 4.70%
Other borrowed funds 20,000 3.60 20,000 2,222 3.62%
2006
FHLB advances $ 30,000 488% §$ 30,000 $ 30,000 4.88%

Federal Home Loan Bank Advances
Advances from the FHLB of Pittsburgh with rates ranging from 2.83% to 4.89% are due as follows:

Weighted
Average
Amount Rate
(Dollars in Thousands)

2008 $ ] %

2009 - %

2010 - %

2011 30,000 4.88%

2012-2017 50,000 3.38%
$ 80,000

Pursuant to collateral agreements with the FHLB, advances are secured by qualifying first mortgage
foans, qualifying fixed-income securities, FHLB stock and an interest-bearing demand deposit account
with the FHLB. As of December 31, 2007, the Bank has $92.0 million in qualifying collateral pledged
against its advances.
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NOTE 8 — BORROWINGS (CONTINUED)

Maturity Date Interest Rate  Strike Rate Call Date Amount
(in thousands)

August 2011 4.89% 7.50% $ 20,000
August 2011 4.87% 7.50% 10,000
November 2017 3.62% November 2010 15,000
November 2017 3.87% November 2011 15,000
December 2017 2.83% March 2008 20,000

S 80,000

For the borrowings that contractually mature in August 2011, if three-month LIBOR is greater than or
equal to the Strike Rate, the FHLB can notify the Bank of its intention to convert the borrowing to an
adjustable-rate advance equal to three-month LIBOR (4.70% at December 31, 2007) plus .2175% on a
quarterly basis. The Bank has the option to repay these advances at each of the option dates without
penalty. Accordingly, the contractual maturities above may differ from actual maturities.

The borrowings that contractually mature in November 2017 may be called by the FHLB on the call date
disclosed in the above table. If the borrowing is called, the Bank has the option to either pay off the
borrowing without penalty or the borrowing’s fixed rate resets to a variable rate of three-month LIBOR
plus .10%. Subsequent to the call date, the borrowings are callable by the FHLB quarterly. Accordingly,
the contractual maturities above may differ from actual maturities.

The borrowing that contractually matures in December 2017 may be called by the FHLB on the call date
disclosed in the above table. If the borrowing is called, the Bank has the option to either pay off the
borrowing without penalty or the borrowing’s fixed rate resets to a variable rate of three-month LIBOR
plus .11%. Subsequent to the call date, the borrowing is callable by the FHLB quarterly. Accordingly,
the contractual maturities above may differ from actual maturities.

The Bank has a maximum borrowing capacity with the Federal Home Loan Bank of approximately
£435.9 million at September 30, 2007, the latest date for which information is available.

As a member of the FHLB of Pittsburgh, the Bank is required to acquire and hold shares of capital stock
in the FHLB of Pittsburgh in an amount of at least equal to 4.65% of its advances from the FHLB of
Pittsburgh, plus 0.65% of the unused borrowing capacity. The Bank was in compliance with this
requirement with a stock investment in the FHLB of Pittsburgh of $5.9 million at December 31, 2007.

Other Borrowed Funds
Other borrowed funds of $20.0 million contractually mature in November 2014 and may be called by the
lender in November 2009, Subsequent to the call date, the borrowing is callable by the lender quarterly.

Accordingly, the contractual maturities above may differ from actual maturities.

Mortgage backed securities with a carrying value of $22.3 million at December 31, 2007 were pledged as
collateral for these other borrowed funds.
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NOTE 9 - EMPLOYEE BENEFITS

Defined Benefit Plan

The Bank has a qualified non-contributory defined benefit retirement plan covering all employees
meeting certain eligibility requirements. The assets of the Bank’s defined benefit plan are held by a
trustee and invested in mutual funds and cash equivalents. For the years ended December 31, 2007, 2006
and 2005, the composition of the funds was 0%, 33.0% and 96.1%, respectively, in mutual funds and
100.0%, 67.0% and 3.9%, respectively, in cash. Certain cash equivalents are held in deposit accounts at
the Bank. The investment strategy of the Plan is to maintain an adequate return while meeting the
liquidity needs of the Plan. The benefits are based on each employee’s years of service and the average of
the highest three or five consecutive annual salaries. An employee becomes fully vested upon completion
of five years of qualifying service. It has been the Bank’s policy to fund the maximum amount that can
be deducted for federal income tax purposes each year. The Bank amended the plan and froze the
benefits for current participants in the plan as of January 1, 2006. In October 2006, the Bank resolved to
settle the obligations to the plan participants in 2007 by terminating the plan, after obtaining required
approvals. The Bank is presently awaiting a determination letter from the IRS before settling its plan
obligations.

Effective December 31, 2006, the Bank adopted SFAS Statement No. 158, “Employers’ Accounting for
Defined Benefit Pensions and Other Post Retirement Plans.”

The following tables provide a roll forward of the changes in benefit obligations and plan assets for the
most recent two years:

2007 2006
Change in benefit obligation: {In Thousands)
Net benefit obligation at beginning of year $2,389 $2,195
Interest cost 120 121
Actuarial loss 134 197
Benefits paid - {124)
Net benefit obligation at end of year $2,643 $2,389

2007 2006
Change in plan assets: (In Thousands)
Fair value of plan assets at beginning of year $2,302 $1,934
Actual return on plan assets 105 204
Employer contributions - 288
Benefits paid - (124)
Fair value of plan assets at end of year $2,407 $2,302
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NOTE 9 — EMPLOYEE BENEFITS (CONTINUED)

The fair value of plan assets included deposits held at the Bank of $407,000 and $395,000 at December 31,
2007 and 2006, respectively.

The following table provides a reconciliation of benefit obligations, plan assets and funded status of the
plans:

2007 2006
(In Thousands)

Fair value of plan assets end of year $2,407 $2,302
Net benefit obligation at end of year 2,643 2,389

Funded Status (plan assets less plan obligations) $(236) $(87)

Net amount recognized in the statement of condition $(236) $(87)
Amounts recognized in stockholders® equity:

Net actuarial loss $(139) $(148)

Deferred tax asset 47 50
Amount recognized in accumulated other comprehensive

loss $(92) $(98)

The following is a summary of significant actuarial assumptions (weighted average basis) at
December 31, 2007, 2006 and 2005:

2007 2006 2005
Discount rate 500 % 5.00 % 5.50
Expected long-term rate of return on plan assets 5.25 5.25 3.00
Rate of compensation increase - - 5.00

The Bank determined the long-term rate of return on plan assets based on current and expected asset
allocations as well as historical returns and current market conditions. The discount rate assumptions
were based on the short-term plan cash outflows expected to occur when the plan liquidates in 2008.

The following table sets forth the components of the defined benefit plan costs for the years presented:

2007 2006 2005

{In Thousands)

Service cost 5 - $ - $£300
Interest cost 120 121 131
Return on plan assets (105) (204) (110)
Amortization of unrecognized net actuarial loss 143 49 3
Curtailment loss - - 375
Net periodic benefit costs (income) reported in salaries, benefits

and other compensation expense $ 158 $ (34 $699

%




Fox CHASE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 9 — EMPLOYEE BENEFITS (CONTINUED)

401(k) Plan

The Bank also has a 401(k) retirement plan covering all employees meeting certain eligibility
requirements. Employees may contribute a percentage of their salary to the Plan each year, subject to
limitations which are set by law. The Bank matches a portion of each employee contribution and also
may make discretionary contributions, based on the Bank’s performance. The Bank provides a matching
contribution equivalent to 33% of the first 6% of the contribution made by an employee. The Bank’s
matching contribution rate changed as of January 1, 2006 from 25% to 33%. The Bank’s contributions to
the plan on behalf of its employees resulted in an expenditure of $83,000, $94,000 and $27,000 for the
years ended December 31, 2007, 2006 and 2005, respectively.

Employee Stock Ownership Plan

The ESOP is a tax-qualified plan designed to invest primarily in the Bancorp’s common stock that
provides employees meeting certain eligibility requirements with the opportunity to receive a funded
retirement benefit, based primarily on the value of the Bancorp’s common stock. The ESOP purchased
575,446 shares of common stock in the Bancorp’s minority stock offering at a price of $10.00 per share
with the proceeds of a loan from the Bancorp to the ESOP. The outstanding loan principal balance at
December 31, 2007 and 2006 was $5,019,000 and $5,232,000, respectively.

Shares of the Bancorp’s common stock pledged as collateral for the loan are released from the pledge for
allocation to Plan participants as loan payments are made. The Bank releases shares annually based upon
the ratio that the current principal and interest payment bears to the current and remaining scheduled
future principal and interest payments. Dividends declared on commeon stock held by the ESOP and not
allocated to the account of a participant can be used to repay the loan.

At December 31, 2007, there were a total 76,726 shares, 38,363 shares in both 2007 and 2006, allocated
and committed to be released. ESOP shares that were unallocated at that date totaled 498,720 and had a
fair market value of $5,685,000. ESOP compensation expense for the years ended December 31, 2007
and 2006 was $498,000 and $512,000, respectively, representing the average fair market value of shares
allocated or committed to be released during the year.

Long-Term Incentive Plan

The Bank maintains the Fox Chase Bank Executive Long-Term Incentive Plan (the “Incentive Plan”) to
retain and attract key officers who contribute to the financial and business success of the Bank. On an
annual basis, the Board of Directors considers granting a long—term incentive award for the President and
Chief Executive Officer of the Bank and the President and Chief Executive Officer recommends the
incentive award amounts for each eligible employee. Substantially all of the awards vest over a five-year
period with 60% of the award vesting on the third anniversary of the plan year to which the award was
granted, 80% on the fourth anniversary and 100% on the fifth anniversary, unless otherwise determined
by the Board of Directors on date of grant. All plan assets are invested in Bancorp common stock. The
Incentive Plan became effective January 1, 2006. During 2007 and 2006, the Bank recorded
compensation expense of $159,000 and $144,000, respectively, for the Incentive Plan. Remaining
unvested compensation, which is invested in Bancorp common stock, is $312,000 at December 31, 2007.
Such amounts will be ratably recognized as compensation expense over the remaining vesting periods.
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NOTE 10 — STOCK BASED COMPENSATION

At the Bancorp’s annual meeting of stockholders on May 22, 2007, stockholders approved the Fox Chase
Bancorp, Inc. 2007 Equity Incentive Plan (the “Plan”). The Plan provides for a total of 1,007,030 shares
of common stock for issuance upon the grant or exercise of awards. Of the shares available under the
Plan, 719,307 may be issued in connection with the exercise of stock options and 287,723 may be issued
as restricted stock. The Plan allows for the granting of non-statutory stock options (“NSQs”), incentive
stock options and restricted stock. Options are granted at no less than the fair value of the Bancorp’s
common stock on the date of the grant.

On August 31, 2007, certain officers, employees and outside directors were granted an aggregate of
521,800 NSOs and 203,900 shares of restricted stock. Additionally, the Company granted an additional
1,000 shares to an officer in November 2007. In accordance with SFAS No. 123R, “Share-Based
Payments,” the Company began to expense the fair value of all share-based compensation grants over the
requisite service periods.

In September 2007, the Bancorp’s Board of Directors approved the funding of a trust that purchased
287,500 shares of Bancorp’s common stock, or approximately 1.96% of the Bancorp’s outstanding
common stock, to fund restricted stock awards under the Plan. The 287,500 shares were purchased by the
trust at a weighted average cost of $13.02 per share.

In accordance with Securities Exchange Commission Staff Accounting Bulletin (“SAB”) No. 107, the
Company classifies share-based compensation for employees and outside directors within “Salaries,
benefits and other compensation” in the Consolidated Statements of Operations to correspond with the
same line item as compensation paid. Additionally, SFAS No. 123R requires the Company to report (1)
the expense associated with the grants as an adjustment to operating cash flows and (2) any benefits of
realized tax deductions in excess of previously recognized tax benefits on compensation expense as a
financing cash flow. There were no such excess tax benefits in 2007,

Stock options vest over a five-year service period and expire ten years after grant date, The Company
recognizes compensation expense for the fair values of stock options using the straight-line method over
the requisite service period for the entire award.

Restricted shares vest over a five-year service period. The product of the number of shares granted and
the grant date market price of the Company’s common stock determine the fair value of restricted shares
under the Company’s restricted stock plan. The Company recognizes compensation expense for the fair
value of restricted shares on a straight-line basis over the requisite service period for the entire award.

During the year ended December 31, 2007, the Company recorded $271,000 of stock based compensation
expense, comprised of stock option expense of $111,000 and restricted stock expense of $160,000,
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The following is a summary of the Bancorp’s stock option activity and related information for the 2007
Equity Incentive plan for the year ended December 31, 2007:

Weighted
Weighted Average
Number of Average Remaining Aggregate
Stock Exercise Contractual Intrinsic
Options Price Life Value
Outstanding at December 31, 2006 - S -
Granted 522,800 12.38
Exercised - -
Forfeited (4.000) 12.38
QOutstanding at December 31, 2007 518800 $ 12.38 9.7years $ -

Exercisable at December 31, 2007 - - - -

Management estimated the fair values of all option grants using the Black-Scholes option-pricing model.
Since there is limited historical information on the volatility of the Bancorp’s stock, management
considered the average volatilities of comparable public companies over a period equal to the expected
life of the options in determining the expected volatility rate used in the estimation of fair value.
Management estimated the expected life of the options using the simplified method allowed under SAB
No. 107. The risk-free rate was determined utilizing the Treasury yield for the expected life of the option
contract.

The fair value of the stock option grants was estimated with the following weighted average assumptions:

2007
Expected dividend yield 1.90%
Expected volatility 25.00%
Risk-free interest rate 4.13% - 4.33%
Expected option life in years 6.50

The following is a summary of the Bancorp’s unvested options as of December 31, 2007 and changes
therein during the twelve months then ended:

Weighted
Number of Average

Stock Grant Date

Options Fair Value
Unvested at December 31, 2006 - $ -
Granted 522,800 3.40
Exercised - -
Forfeited (40000 § 3.40
Unvested at December 31, 2007 518,800 3 3.40
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NOTE 10 — STOCK BASED COMPENSATION (CONTINUED)

Expected future expense relating to the 518,800 non-vested options outstanding as of December 31, 2007
is $1.6 million over a weighted average period of 4.7 years.

The following is a summary of the status of the Bancorp’s restricted stock as of December 31, 2007 and
changes therein during the year then ended:

Weighted
Number of Average

Restricted Grant Date

Shares Fair Value
Unvested at December 31, 2006 - 8 -
Granted 203,900 12.38
Vested - -
Forfeited 500 $ 12.38
Unvested at December 31, 2007 _ 203 $ 12.38

Expected future compensation expense relating to the 203,400 restricted shares at December 31, 2007 is
$2.2 million over a weighted average period of 4.7 years.

NOTE 11 — INCOME TAXES

The components of income tax expense (benefit) for the years ended December 31, 2007, 2006 and 2005
are as follows (in thousands):

December 31,
2007 2006 2005
Federal:
Current § 59 $ (313) 3§ 950
Deferred (141) 997 2,025
455 684 2,975
State, current 5 - -

$ 460 $ 684 § 2975
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The provision (benefit) for income taxes differs from the statutory rate of 34% due to the following (in

thousands):
December 31,
' 2007 2006 2005

Federal income tax at statutory rate of 34% $§ 2813 $ 1,468 $ 3,038
Tax exempt interest, net (265) (272) {222)
Bank-owned life insurance (149) (145) (152)
ESOP compensation expense 39 44 -
Other, net 17 (99) (1)
State taxes (43) (58) (22)
Increase (decrease) in valuation allowance 48 (254) 334

Total provision $ 460 $ 684 $ 2975

Effective tax rate 19.25% 15.84% 33.30%
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The net deferred tax asset consisted of the following components as of December 31, 2007 and 2006 (in
thousands):
December 31,
2007 2006
Deferred tax assets:
Allowance for loan losses $1,148 $ 1,003
Loan origination fees - 88
Nonaccrual interest 6 7
Unrealized losses on securities available-for-sale - 482
Accrued compensation 119 49
Organizational costs 2 3
Equity incentive plans 92 -
Accrued expenses 56 32
Deferred lease liability 39 -
Unfunded pension obligation — SFAS No. 158 47 50
Charitable contribution carryover 483 535
State net operating loss carryforward 676 628
Capital loss carryover - 318
2,668 3,195
Valuation allowance (676) (628)
1,992 2,567
Deferred tax liabilities:
Prepaid expense deduction 174 197
Mortgage servicing rights 363 400
Loan origination costs 142 148
Depreciation of premises and equipment 570 735
Unrealized gains on securities available-for-sale 333 -
1,582 1,480
Net Deferred Tax Asset $§ 410 $ 1,087

Based on the Company’s history of prior earnings and its expectation of future taxable income,
management anticipates that it is more likely than not that the above deferred tax assets, except the state
net operating loss carryforward, will be realized.

Retained eamnings include $5,986,000 at December 31, 2007, 2006 and 2005, for which no provision for
federal income tax has been made. This amount represents deductions for bad debt reserves for tax
purposes, which were only allowed to savings institutions that met certain criteria prescribed by the
Internal Revenue Code of 1986, as amended. The Small Business Job Protection Act of 1996 (the “Act”)
eliminated the special bad debt deduction granted solely to thrifts. Under the terms of the Act, there
would be no recapture of the pre-1988 (base year) reserves. However, these pre-1988 reserves would be
subject to recapture under the rules of the Internal Revenue Code if the Company pays a cash dividend in
excess of earnings and profits, or liquidates.
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NOTE 11 — INCOME TAXES (CONTINUED)

As of December 31, 2007 and 2006, the Company had approximately $0 and $935,000 of capital loss
carryforwards for federal income tax purposes, respectively, resulting in a deferred tax asset of $0 and
$318,000, respectively, at those dates.

The Company had a charitable contribution carryover of $1,422,000 as of December 31, 2007, resulting
in a deferred tax asset of $483,000. Utilization of this carryover is limited to 10% of taxable income on
an annual basis. Such carryover will expire on December 31, 2011, if not utilized.

Approximately $676,000 of gross deferred tax assets were related to state tax net operating losses at
December 31, 2007. The Company has assessed a valuation allowance of $676,000 on this entire
deferred tax asset due to an expectation of such net operating losses expiring before being utilized. The
Company has $9,589,000 of state net operating losses which will begin to expire in 2008 if not utilized.

Effective January 1, 2007, the Company adopted FASB Interpretation (FIN) No. 48, "Accounting for
Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109." As of January 1, 2007 and
December 31, 2007, the Company had no material unrecognized tax benefits or accrued interest and
penalties. The Company’s policy is to account for interest as a component of interest expense and
penalties as a component of other expense. Federal and state tax years 2004 through 2007 were open for
examination as of December 31, 2007.

NOTE 12 — COMMITMENTS AND CONTINGENCIES
Lending Operations

The Company is a party to financial instruments with off-balance sheet risk in the normal course of
business to meet the financing needs of its customers. These financial instruments include commitments
to extend credit. Those instruments involve, to varying degrees, elements of credit risk in excess of the
amount recognized on the statements of financial condition.

The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial
instrument for commitments to extend credit is represented by the contractual amount of those
instruments. The Company uses the same credit policies in making commitments and conditional
obligations as it does for on-balance sheet instruments.
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NOTE 12 — COMMITMENTS AND CONTINGENCIES (CONTINUED)

A summary of the Company’s financial instrument commitments at December 31, 2007 and 2006 is as
follows (in thousands):

December 31,

2007 2006
Commitments to grant loans $ 52,107 $ 40,134
Unfunded commitments under lines of credit 36,232 29,232
Standby letters of credit 1,489 112

$ 89,828 $ 69,478

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Since many of the commitments are expected to expire without
being drawn upon, the total commitment amounts do not necessarily represent future cash requirements.
Commitments generally have fixed expiration dates or other termination clauses and may require payment
of a fee. The Company evaluates each customer's credit worthiness on a case-by-case basis. The amount
of collateral obtained, if deemed necessary by the Company upon extension of credit, is based on
management's credit evaluation. Collateral held varies, but includes principally residential or commercial
real estate. Fixed rate commitments to grant loans were $7,884,000 and $4,346,000 as of December 31,
2007 and December 31, 2006, respectively. The interest rates on these fixed rate loans ranged from
5.875% t0 9.44% as of December 31, 2007 and 5.875% to 7.85% as of December 31, 2006.

Legal Proceedings

The Company is periodically subject to various pending and threatened legal actions which involve
claims for monetary relief. Based upon information presently available to the Company, it is the
Company’s opinion that any legal and financial responsibility arising from such claims will not have a
material adverse effect on the Company’s results of operations.

Data Processing
The Company has entered into contracts with third-party providers to manage the Company’s network

operations, data processing and other related services. The projected amount of the Company’s future
minimum payments contractually due after December 31, 2007 is as follows (in thousands):

2008 $ 1,791
2009 1,531
2010 3
2011 -
2012 -
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NOTE 13 — STOCKHOLDERS’ EQUITY

The Bank is subject to various regulatory capital requirements administered by federal banking agencies.
The Bancorp, as a savings and loan holding company, is not subject to separate capital requirements.
Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional
discretionary actions by regulators that, if undertaken, could have a direct material effect on the Bank’s
consolidated financial statements. Under capital adequacy guidelines and the regulatory framework for
prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative measures
of the Bank’s assets, liabilities and certain off-balance sheet items as calculated under regulatory accounting
practices. The Bank’s capital amounts and classification are also subject to qualitative judgments by the
regulators about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain
minimum amounts and ratios (set forth below) of total and Tier 1 capital (as defined in the regulations) to
risk-weighted assets, and of Tier | capital to total assets, as defined. Management believes, as of
December 31, 2007, that the Bank meets all capital adequacy requirements to which it was subject.
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NOTE 13 - STOCKHOLDERS’ EQUITY (CONTINUED)

As of December 31, 2007, the Bank is categorized as well capitalized under the regulatory framework for
prompt corrective action. There are no conditions or events since that notification that management
believes have changed the Bank’s category.

The Bank’s actual capital amounts and ratios at December 31, 2007 and 2006 and the minimum amounts
and ratios required for capital adequacy purposes and to be well capitalized under the prompt corrective
action provisions are as follows:

To be Well Capitalized
under Prompt
For Capital Adequacy Corrective Action
Actual Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio
(Dollars in Thousands)
December 31, 2007
Total risk-based capital (to risk-
weighted assets) £101,010 2254 % $235,858 280 % $ 244,823 210.0
Tier 1 capital (to risk-weighted
assets) 97,634 21.78 217,929 z4.0 226,804 2 6.0
Tier | capital (to adjusted assets) 97,634 12.03 232,472 24.0 240,590 2 50
December 31, 2006:
Total risk-based capital (to risk-
weighted assets) $97,701 2762 % $ >28,297 280 % $ 235,371 210.0
Tier 1 capital (to risk-weighted
assels) 94,751 26.79 214,148 24.0 221,222 2 6.0
Tier 1 capitat (to adjusted asscts) 94,751 12.49 230,343 4.0 237929 250

The Company’s ability to pay dividends is limited by statutory and regulatory requirements. The
Company may not declare nor pay dividends on its stock if such declaration or payment would violate
statutory or regulatory requirements. During 2007, the Bancorp purchased 287,500 shares of common
stock to fund its equity incentive plan for $3.7 million which was recorded as common stock acquired by
stock benefit plans on the Bancorp’s statements of condition. Additionally, the Bancorp repurchased
327,000 shares of common stock in 2007 in conjunction with a stock repurchase program for $3.9
million, which was recorded at treasury stock, at cost, on the Company’s statements of condition.

During 20035, the Bank’s primary regulator, the Office of Thrift Supervision (the “OTS”), determined the
Bank was in “troubled condition” and issued a Cease and Desist Order (the “Order”) instructing the Bank
to discontinue the origination of certain types of loans until further notice, among other restrictions. On
June 28, 2006, the OTS terminated the Order, and also noted that the Bank is no longer deemed to be in a
“troubled condition.”

%
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NOTE 14 - FAIR VALUE OF FINANCIAL INSTRUMENTS

Management uses its best judgment in estimating the fair value of the Company’s financial instruments;
however, there are inherent weaknesses in any estimation technique. Therefore, for substantially all
financial instruments, the fair value estimates herein are not necessarily indicative of the amounts the
Company could have realized in a sales transaction on the dates indicated. The estimated fair value
amounts have been measured as of their respective year ends, and have not been reevaluated or updated
for purposes of these consolidated financial statements subsequent to those respective dates. As such, the
estimated fair values of these financial instruments subsequent to the respective reporting dates may be
different than the amounts reported at each year-end.

The following information should not be interpreted as an estimate of the fair value of the entire
Company since a fair value calculation is only provided for a limited portion of the Company’s assets and
liabilities. Due to a wide range of valuation techniques and the degree of subjectivity used in making the
estimates, comparisons between the Company’s disclosures and those of other companies may not be
meaningful. The following methods and assumptions were used to estimate the fair values of the
Company’s financial instruments at December 31, 2007 and 2006:

Cash and Cash Equivalents

The carrying amounts of cash and cash equivalents approximate their fair value.

Investment and Mortgage Related Securities — Available-for-Sale
Fair values for investments securities and mortgage-related securities available-for-sale are based on
quoted market prices, where available. If quoted market prices are not available, fair values are based
on quoted market prices of comparable securities.

Loans Held for Sale
The fair values of mortgage loans originated and intended for sale in the secondary market are based
on current quoted market prices.

Loans Receivable
For variable-rate loans that reprice frequently and that entail no significant changes in credit risk, fair
values are based on carrying values. The fair value of fixed rate and other loans are estimated using
discounted cash flow analyses at interest rates currently offered for loans with similar terms to
borrowers of similar credit quality.

Federal Home Loan Bank Stock
The fair value of the Federal Home Loan Bank stock is the carrying amount.

Mortgage Servicing Rights
The fair value of mortgage servicing rights is based on third party estimates of value when available
or the present value of expected future cash flows when not available,

Accrued Interest Receivable and Accrued Interest Payable

The carrying amount of accrued interest receivable and accrued interest payable approximates fair
value.
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NOTE 14 - FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)
Deposit Liabilities

Fair values for demand deposits (including NOW accounts), savings and club accounts and money
market deposits are, by definition, equal to the amount payable on demand at the reporting date. Fair
values of fixed-maturity certificates of deposit are estimated using a discounted cash flow calculation
that applies interest rates currently being offered on similar instruments with similar maturities.

Federal Home Loan Bank Advances and Other Borrowed Funds

Fair value of Federal Home Loan Bank advances and other borrowed funds are estimated using
discounted cash flow analyses, based on rates currently available to the Bank for advances with
similar terms and remaining maturities.

Off-Balance Sheet Financial Instruments

Fair value of commitments to extend credit are estimated using the fees currently charged to enter
into similar agreements, taking into account market interest rates, the remaining terms and present
credit worthiness of the counterparties.
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NOTE 14 - FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)

The estimated fair values of the Company’s financial instruments at December 31, 2007 and 2006 were as

follows (in thousands):

Financial assets:
Cash and cash equivalents
Investment securities available-for-

sale

Mortgage related securities
available-for-sale
Loans recetvable, net
Loans held for sale
Mortgage servicing rights
Federal Home Loan Bank stock
Accrued interest receivable

Financial liabilities:

Savings and club accounts

Demand, NOW and money market
Deposits

Certificates of deposit

Federal Home Loan Bank
advances

Other borrowed funds

Accrued interest payable

Off-balance sheet instruments

December 31

2007 2006

Estimated Estimated

Carrying Fair Carrying Fair

Amount Value Amount Value
$ 31,275 $ 31,275  $134,441 $ 134,441
91,159 91,159 70,112 70,112
205,145 205,145 158,320 158,320
447,035 443,599 355,617 350,430
. - 1,194 1,194
1,066 1,258 1,177 1,623
5,875 5,875 4,422 4.422
3,360 3,360 3,397 3,397
54,019 54,019 64,338 64,338
133,329 133,329 121,916 121,916
398,212 401,446 410,280 410,942
80,000 81,837 30,000 29,933
20,000 18,792 - -
504 504 298 298
- 674 - N
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NOTE 15 - COMPREHENSIVE INCOME

Comprehensive income for the years ended December 31, 2007, 2006 and 2005 is as follows (in
thousands):

December 31,
2007 2006 2005
Net income $ 1930 § 3634 § 5960
Other comprehensive income (loss)
Unrealized holding gains (losses) arising during the
period, net of taxes (2007 —$860, 2006- $777, 2005
—$(1,114)) 1,616 1,447 (2,163)
Less: Reclassification adjustment for gains (losses)
included in net income, net of taxes (2007 - $44,
2006 - S0, 2005 - $(275)) 86 - (534)
Plus: Amortization of pension actuarial loss, net of taxes 7 - -
Other comprehensive income (loss) 1,537 1,447 (1,629)
Comprehensive income $ 3467 $ 5081 § 4331

NOTE 16 — RELATED PARTY TRANSACTIONS

The Company may from time to time enter into transactions with its directors, officers and employees.
Such transactions are made in the ordinary course of business on substantially the same terms and
conditions, including interest rates and collateral, as those prevailing at the same time for comparable
transactions with other customers, and do not, in the opinion of management, involve more than the
normal credit risk or present other unfavorable features.

An analysis of the activity of loans to directors and executive officers as of December 31, 2007 and 2006
is as follows (in thousands):

December 31,

2007 2006
Beginning balance $ - $ 5,277
New loans and line of credit advances - -
Repayments - -
Change in directors and executive officers - (5,277)
Ending balance $ - $ -
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NOTE 17 - IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets, an
amendment of SFAS No. 140.” SFAS No. 156 amends SFAS No. 140 with respect to the accounting for
separately recognized servicing assets and servicing liabilities by requiring an entity to recognize a
servicing asset or liability each time it undertakes an obligation to service a financial asset by entering
into a servicing contract; requires all separately recognized servicing assets and liabilities to be initially
measured at fair value, if practical; and permits an entity to choose either of the following methods by
which it will subsequently measure each class of separately recognized servicing assets and liabilities:

1. Amortization method - Amortize the servicing assets or liabilities in proportion to and over
the period of estimated net servicing income or loss and assess servicing assets and
liabilities for impairment or an increase in obligation based on the fair value at each
reporting period.

2. Fair value measurement method - Measure servicing assets or liabilities at fair value at
each reporting date and report changes in fair value in earnings in the period in which the
change occurs.

SFAS No. 156 is effective for fiscal years beginning after September 15, 2006. The Company adopted
this statement in 2007 and there was no effect on its results of operations or financial position as the
Company was already utilizing the amortization method.

In June 2006, FASB issued Financial Interpretation No. 48 (FIN 48), Accounting for Uncertainty in
Income Taxes — an interpretation of SFAS Statement No. 109. FIN 48 provides guidance on financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return.
According to the Interpretation, a tax position is recognized if it is more likely than not that the tax
position will be sustained upon examination, including resolution of any related appeals or litigation
processes, based on the technical merits of the position. If the tax position meets the more-likely-than-not
recognition threshold, the position is measured to determine the amount of benefit to recognize and
should be measured at the largest amount of benefit that is greater than 50% likely of being realized upon
ultimate settlement. FIN 48 also provides guidance on derecognition, classification, interest and penalties,
accounting in interim periods, disclosure and transition. The Company’s policy is to account for interest
as a component of interest expense and penalties as a component of other expense. The provisions of FIN
48 are effective for fiscal years beginning after December 15, 2006. The Company adopted this statement
in 2007 and there was no effect on its results of operations or financial position, if any.,

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurement”. This statement defines
fair value, establishes a framework for measuring fair value in generally accepted accounting principles
and expands disclosures about fair value measurements. This statement applies under other accounting
pronouncements that require or permit fair value measurements, the Board having previously concluded
in those accounting pronouncements that fair value is the relevant measurement attribute. Accordingly,
this statement does not require any new fair value measurements. SFAS No, 157 is effective for fiscal
years beginning after November 15, 2007. Earlier adoption is encouraged, provided that the reporting
entity has not yet issued financial statements for that fiscal year, including financial statements for an
interim period within that fiscal year. The Company intends to adopt this statement in 2008 and does not
belicve it will have a material impact on its results of operations or financial position, if any.




Fox CHASE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 17 - IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS (CONTINUED)

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities—Including an Amendment of FASB Statement No. 115 (SFAS 159).” SFAS 159
permits entities to choose to measure many financial instruments and certain other items at fair value and
amends SFAS 115 to, among other things, require certain disclosures for amounts for which the fair value
option is applied. Additionally, this Statement provides that an entity may reclassify held-to-maturity and
available-for-sale securities to the trading account when the fair value option is elected for such securities,
without calling into question the intent to hold other securities to maturity in the future. This Statement is
effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007.

Early adoption is permitted as of the beginning of a fiscal year that begins on or before November 15,
2007, provided the entity also elects to apply the provisions of SFAS 157. The Company has determined
that it will adopt this statement effective January 1, 2008 for selected financial instruments and does not
believe it will have a material effect on its results of operations or financial position.

In December 2007, the FASB issued SFAS No. 160 “Noncontrolling Interests in Consolidated Financial
Statements (SFAS 160). SFAS 160 will require noncontrolling interests (previously referred to as
minority interests) to be treated as a separate component of equity, not as a liability or other item outside
of permanent equity. The statement applies to the accounting for noncontrolling interests and transactions
with noncontolling interest holders in consolidated financial statements. SFAS 160 is effective for
periods beginning on or after December 15, 2008, with earlier application prohibited. The Company does
not believe this statement will have a material effect on its results of operations or financial position, if
any.

The FASB approved the Emerging Issues Task Force (“EITF”) [ssue No. 06-4, “Accounting for Deferred
Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance
Arrangements.” In this issue, the EITF concluded that an endorsement split-dollar life insurance policy
does not effectively settle an employer’s obligation to provide the post retirement benefit that the policy
was designed to provide.

This guidance applies to all post retirement endorsement split-dollar arrangements. This will not impact
split dollar plans that only provide pre-retirement death benefits.

The accrual for the liability would be calculated in one of two ways:

¢ the actuarial present value of the future death benefit; or
» the cost of insurance of the policy during the post-retirement period.

Compliance with this EITF must be applied to fiscal years beginning after December 15, 2007 (January 1,
2008 for calendar year entities). It can be made through a cumulative—effect adjustment to retained
earnings in the year of adoption or as a change in accounting principles through retrospective application
to all prior periods. The Company intends to adopt this EITF in 2008, has evaluated the impact of this
EITF and determined that it will not be material to the Company’s results of operations or financial
position.




Fox CHASE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 17 - IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS (CONTINUED)

At its September 2006 meeting, the EITF reached a final consensus on Issue 06—05, “Accounting for
Purchases of Life Insurance — Determining the Amount That Could be Realized in Accordance with
FASB Technical Bulletin No. 85—4.” Issue 06-05 concludes that in determining the amount that could be
realized under an insurance contract accounted for under FASB Technical Bulletin No. 85-4,
“Accounting for Purchases of Life Insurance,” the policyholder should (1) consider any additional
amounts included in the contractual terms of the policy; and (2) assume the surrender value on a
individual-life by individual-life policy basis. Issue 06~05 should be adopted through either (1) a
change in accounting principle through a cumulative-effect adjustment to retained earnings as of the
beginning of the year of adoption or (2) a change in accounting principle through retrospective
application to all prior periods. Issue 06—05 is effective for fiscal years beginning after December 15,
2006. The Company adopted this EITF in 2007 and it did not have a material effect on the Company’s
financial position or results of operations.

NOTE 18 — PARENT COMPANY ONLY FINANCIAL STATEMENTS

The following condensed financial statements for Fox Chase Bancorp, Inc. (parent company only) reflect
the investment in its wholly owned subsidiary, Fox Chase Bank, using the equity method of accounting.
Due to the timing of the Bank’s reorganization into the mutual holding company form and the completion
of the Bancorp’s initial public offering on September 29, 2006, the results for 2006 include the operations
for Fox Chase Bancorp, Inc. from that date.

CONDENSED BALANCE SHEET

December 31,

2007 2006
ASSETS {In Thousands)
Cash and due from banks $ 30 § 32
Interest-bearing deposits with banks 19.099 26,283
Total cash and cash equivalents 19,129 26,315
Investment in subsidiary 98,129 93,808
Deferred tax asset 510 510
ESOP loan 5,019 5,232
Total Assets $ 122787 § 125865
LIABILITIES AND STOCKHOLDERS’ EQUITY
Due to subsidiary 97 152
Other liabilities 319 68
Total Liabilities 416 220
Stockholders’ Equity 122,371 125,645
Total Liability and Stockholders’ Equity $ 122,787 $_ 125,865

F-44




FoXx CHASE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 18 — PARENT COMPANY ONLY FINANCIAL STATEMENTS (CONTINUED)

CONDENSED STATEMENTS OF OPERATIONS

For the Years Ended
December 31,
2007 2006
{In Thousands)
INCOME
Interest on deposits with banks $ 986 $ 105
Interest on ESOP loan 432 121
Gain on sale of stock ‘ 18 -
Other income 1 -
Total Income . 1,437 226
EXPENSES
Contribution to charitable foundation - 1,500
Other expenses 1,318 273
Total Expenses 1318 1,773
Income (loss) before income tax expense (benefit)
and equity in undistributed net earnings of subsidiary 119 (1,547)
Income tax expense (benefit) 45 (529)
Income (loss) before equity in undistributed net earnings
of subsidiary 74 (1,018)
Equity in undistributed net earnings of subsidiary 1.856 4,652
Net Income $ 1,930 3 3,634




Fox CHASE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 18 — PARENT COMPANY ONLY FINANCIAL STATEMENTS (CONTINUED)

CONDENSED STATEMENTS OF CASH FLOWS

For the years ended

December 31,
2007 2006
(In Thousands)
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 1,930 % 3.634
Adjustments to reconcile net income to net cash
provided by operating activities:
Equity in undistributed eamings of subsidiary (1,856) (4,652)
Net realized gain on sale of securities {18) -
Contribution to charitable foundation - 1,349
Deferred income taxes - (510)
Increase in other liabilities 196 220
Net Cash Provided by Operating Activities 252 41
CASH FLOWS FROM INVESTING ACTIVITIES
Investment securities, available for sale:

Purchases (8N -
Proceeds from sales 107 -
Issuance of ESOP loan - (5,755)
Loan payment received on ESOP loan 213 523
Capital contribution to subsidiary - (30,000)

Net Cash Provided (Used) by Investing Activities 231 (35,232)
CASH FLOWS FROM FINANCING ACTIVITIES
Common stock issued in conversion - 147
Repurchase of treasury shares (3,924) -
Acquisition of stock to fund equity incentive plan (3,745) -
Proceeds from stock offering, net - 61,359

Net Cash (Used) Provided by Financing Activities $ (7669 $§ 61,506

Net (Decrease) Increase in Cash and Cash Equivalents (7.186) 26,315
Cash and Cash Equivalents - Beginning 26.315 -
Cash and Cash Equivalents - Ending $ 19,129 § 26315




Fox CHASE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 19 — QUARTERLY FINANCIAL DATA (UNAUDITED)

The following represents summarized quarterly financial data of Fox Chase Bancorp, Inc, which, in the
opinion of management, reflects all adjustments (comprising only normal recurring accruals, except as
indicated in Note 2) necessary for a fair presentation.

Three Months Ended 12/31/07 9/30/07 6/30/07 3/31/07 12/31/06 9/30/06 6/30/06 3/31/06
(In Thousands, except per share data)

Interest income $ 10,851 10,593 % 10,026 $ 9,587 % 10,181 § 9106 $ 9007 § 8883
Interest expense : 5,817 5,684 5.513 5,236 5,321 5,228 5,059 4,851
Net interest income 5,034 4,909 4,513 4351 4,860 3,878 3,948 4,032
Provision (credit) for loan losses 225 125 75 - (2,.233) (2.778) (383) -
Net interest income after

credit for loan losses 4,809 4,784 4,438 4,351 7,093 6,656 4,331 4,032
Noninterest income 620 387 1,253 436 621 436 588 428
Noninterest expense 5,063 4,626 4,542 4.457 5,289 5,706 4,686 4,186
Income before taxes 366 545 1,149 330 2,425 1,386 233 274
Income tax provision (benefit) 36 90 297 7 410 365 97 6
Net income 3 330 % 455 § B52 § 293 § 2015 3§ _ 1021 $_ _330 $_ _ 268

Per Common Share Data (1)

Weighted average common
shares — basic

Weighted average common
shares — diluted

003 %
003 %

0.06 5
0.06 $

002 §
0.02 %

13,777,040 14,116,856 14,116,693 14,107,103 14,080,564 -

13,814,595 14,155,596 14,155,560 14,145,970 14,117,509 -
Net income per share — basic b3 0.02 ¢
Net income per share — diluted 5 002 %

0.14 -
0.14 -

(1}Due to the timing of the Bank’s reorganization into the mutual holding company form and the completion of the Bancorp's initial public

offering on September 29, 2006, eamings per share for the three months ended September 30, 2006, June 30, 2006 and March 31, 2006 are not

considered meaningful or are not applicable.




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

FOX CHASE BANCORP, INC.
Date: March 14, 2008 By: J/s/ Thomas M. Petro

Thomas M. Petro
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Name Title Date
/s/ Thomas M. Petro President, Chief Executive Officer March 14, 2008
Thomas M. Petro and Director

(principal executive officer)

/sf Jerry D. Holbrook Chief Financial Officer and March 14, 2008
Jerry D. Holbrook Secretary

{principal financial officer)
/sf Roger S. Deacon Chief Accounting Officer March 14, 2008
Roger 8. Deacon {principal accounting officer)
/s/ Roger H. Ballou Director March 14, 2008

Roger H. Ballou

/s/ Richard E. Bauer Director March 14, 2008
Richard E. Bauer

/s/ Todd S. Benning Director March 14, 2008
Todd S. Benning

/s/ Richard M. Eisenstaedt Director March 14, 2008
Richard M. Eisenstaedt

/s/ Anthony A. Nichols, Sr. Director March 14, 2008
Anthony A. Nichols, Sr.

/s/ Peter A. Sears Director March 14, 2008
Peter A. Sears




Subsidiaries
Percentage
Registrant Ownership
Fox Chase Bancorp, Inc,
Subsidiaries
Fox Chase Bank 100%
Fox Chase Financial, Inc. (1) 100%

(1) Wholly owned subsidiary of Fox Chase Bank,

Exhibit 21.0

Jurisdiction or
State of Incorporation

United States

Delaware



Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

The Board of Directors
Fox Chase Bancorp, Inc.:

We consent to the incorporation by reference in the registration statements No. 333-138175 and No. 333-
143509 on Form S-8 of Fox Chase Bancorp, Inc. (the Company) of our reports dated March 12, 2008,
with respect to the consolidated statements of condition of Fox Chase Bancorp, Inc. and subsidiary as of
December 31, 2007 and 2006, and the related consolidated statements of operations, changes in equity,
and cash flows for each of the years in the three-year period ended December 31, 2007, and the
effectiveness of internal control over financial reporting as of December 31, 2007, which reports appear
in the December 31, 2007 annual report on Form 10-K of Fox Chase Bancorp, Inc.

Our report dated March 12, 2008 on the consolidated statements of condition of Fox Chase Bancorp, Inc.
and subsidiary as of December 31, 2007 and 2006, and the related consolidated statements of operations,
changes in equity, and cash flows for each of the years in the three-year period ended December 31, 2007,
refers to the Company’s adoption of FASB Statement No. 158, Employers’ Accounting for Defined
Benefit Pensions and Other Post Retirement Plans, effective December 31, 2006.

KPMe LLIP

Philadelphia, Pennsylvania
March 12, 2008




EXHIBIT 31.1
CERTIFICATION

I, Thomas M, Petro, certify that:

L.

2.

I have reviewed this Annual Report on Form 10-K of Fox Chase Bancorp, Inc.:

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual
report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officer and [ are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢e) and 15d-15(¢)) and
internal controls over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(¢} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this annual report our conclusions about the effectiveness of the disclosure controls and
procedures, as the end of the period covered by this annual report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and

The registrant’s other certifying officer and 1 have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of
registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 12, 2008 /sf Thomas M. Petro

Thomas M. Petro
President and Chief Executive Officer
(principal executive officer)




EXHIBIT 31.2
CERTIFICATION

I, Jerry D. Holbrook, certify that:

1.

2.

I have reviewed this Annual Report on Form 10-K of Fox Chase Bancorp, Inc.:

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual
report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, resulis of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal controls over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this annual report our conclusions about the effectiveness of the disclosure controls and
procedures, as the end of the period covered by this annual report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant's fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of
registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 12, 2008 /s/ Jerry D. Holbrook

Jerry D. Holbrook
Chief Financial Officer and Secretary
{(principal financial officer)




EXHIBIT 32

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1354,
AS ADDED BY
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Fox Chase Bancorp, Inc. (the “Company™) on Form 10-K for the
year ended December 31, 2007 as filed with the Securities and Exchange Commission (the “Report™), the

undersigned hereby certify, pursuant to 18 U.S.C. §1350, as added by § 906 of the Sarbanes-Oxley Act of 20602,
that:

4

(D The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and resuits of operations of the Company as of and for the period covered by the Report.

/s/ Thomas M, Petro
Thomas M. Petro
President and Chief Executive Officer

{s/ Jerry D. Holbrook
Jerry D. Holbrook
Chief Financial Officer and Secretary

Date: March 12, 2008
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Fox Chase Bank
Locations

Pennsylvania

'Bu'c_ks County _
-5871 Lower York Road  ~
Lahaska, PA 18931 '
. 215-794-7400

“815 Bustleton Pike
-Richboro, PA 18954
215-364-8350

+1041 York Road .
-,‘Warminster,-‘PA 18974
215-441-4100

“Chester County

-137 N. High Street
West Chester, PA 19380
610-344-3049"

belaﬁare County
210 West State Street
Media, PA 19063
610-627-8350

i\lontgbmerj Cbuhty
4390 Davisville Road
Hatboro, PA 19040
215:682-7400

1 Fitzwatertown Road
Willow Grove, PA 19090
215-657-9500

Philadelphia County
401 Rhawn Street
Philadelphia, PA 19111
215:342-3700

www.foxchasebank.com
" 866-369-2427
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New Jersey

Atlantic County

6059 Black Horse Pike
English Creek Center

Egg. Harbor Twp., NJ 08234
£09-407-7050 '

Cape ‘May County
8 US Route 9 South
Marmora, NJ 08223
609-390-9666 .
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